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64 THE BANKER 
A Banker’s Diary 


THE Chancellor has at last fallen in with the suggestions for a second 
series of Savings Certificates, offering a lower yield than the original 
series, but retaining the advantages of the Savings 
The New Certificate form. The purchase price for the new 
Savings : . . . : 
Certificates S€M€S IS 20s., Increasing to 238. at the end of ten years, 
representing a tax-free yield of {1 8s. 2d., against 
{3 3s. 5d. on the original series. . Individual holdings are limited to 
250 units. In announcing the new series, the Chancellor revealed 
figures which make it more than ever doubtful whether savings have 
been impeded by the limit on the original series. Out of 15,500,000 
holders, it is estimated, no more than 750,000— less than one in 
twenty hold the full quota. Of these, some 40 per cent. acquired 
their full holding in a single purchase and during the war period the 
ratio of “ bulk purchases" has been as high as 60 per cent. Sub- 
scripions of this kind, clearly, hardly deserve to be reckoned 
small savings. Subscriptions to the not very successful Defence 
Bonds may be still further depleted by the competition of the new 
issue, although the yield of the latter is slightly lower. To a larger 
extent, perhaps, the new certificates may be able to attract funds 
away from the savings banks, which offer only 2! per cent. If the 
300,000, holders of the original certificates who bought their full 
quota at one time were to take up their limit of the new issue this 
would provide f L7 5,000,000, 


ORDER in Council S.R. & O., 1942, No. 2096, effects important 
changes in the Defence (Finance) Regulations, particularly in 
Regulation 3A, which is completely recast, governing 
the transfer of securities. Form D, the target of per- 
sistent criticism, goes and is replaced by a series ol 
declarations on the transfer itself. The disclosure of 
the name of the true owner (what, by the way, is the difference between 
the “true owner’ and the “beneficial” owner ?) if that person is resi 
dent in the sterling area, is not now required. To those who advocate 
as part of Company Law reform the abolition of nominees in the re- 
gistration of securities this may well appear areactionary step. The 
breach made in the bulwark of anonymity has thus been closed 
he changes in procedure, although ultimately leading to simplifica 
tion, have entailed some sacrifice of symmetry, but much more 
important than this «esthetic loss is the grant of powers, previously 
the strict preserve of the Bank of England, to a wide circle of banks 
to authorize certain dealings in securities. This devolution is the 
more striking since it imposes an additional responsibility of no 


Transfers 
of 
Securities 
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mean order on bank staffs precisely at a time when their numbers 
are threatened with further reductions. In spite of the almost 
embarrassingly full and detailed explanations as to the new pro- 
cedure, issued by the Bank of England, it should be said at once that 
the administration of the new Regulations is only possible if carried 
out by experienced bank officials. Left to ‘‘ diluted’’ labour the 
result might well be chaos. Two practical queries are perhaps per- 
missible. First, the instructions, for all their explicitness, give no 
guidance on the treatment of those maddening small balances 
remaining after a switch of securities by a non-resident. Secondly, 
there is a perfunctory direction that all transactions in securities 
negotiated outside the sterling area must be referred to the Bank of 
England. In view of the fairly active development of such business, 
no doubt stimulated by the discount at which sterling securities 
abroad have been changing hands, could not the banks have been 
given a Clear directive that transfers of sterling securities are subject 
to the same restrictions as transfers of sterling itself ? 

The Order in Council also introduces an entirely new Regulation, 
9B, which has received curiously little attention, though its impor- 
tance for the public at large is clear. It prohibits the making of any 
agreement to do at some future date anything which is unlawful now 
under the Regulations. Thus a promise now to refund, if and when 
the Regulations permit, an advance made, say, by a US. resident 
to a British resident’s refugee dependants in the U.S., is specifically 
banned. The Regulation also contains a baffling reference to “ the 
Governor.” So far as we are aware it is this gentleman’s first appear- 
ance in the Regulations. A further explanation should certainly be 
vouchsafed. 


THis country has recently been honoured with a short visit from 
Mr. Henry Morgenthau, U.S. Secretary to the Treasury. At a Press 
Conference on his arrival, Mr. Morgenthau made it 

‘ U.S. _ plain, in reply to questions, that the closing down of 
old Policy the United States gold mines was dictated purely by 
Unchanged the United States gold mines was dictated purely by 
manpower considerations and did not imply any 

change whatever in America’s gold buying policy. The Treasury 
had not given even a thought, Mr. Morgenthau said, to the possibility 
of a change in the buying price of $35 an ounce, though, as ever, 
American monetary policy must be regarded as on a 24-hour basis. 


Mr. MoORGENTHAU had “ nothing to add’”’ with regard to the prin- 
ciple of equal sacrifice set out in the fifth Lend-Lease Report, nor 
was he prepared to discuss post-war finance. Some 

~ Equal fresh light on these general questions has, however, 
pose been thrown by the recent statements of some other 
important American spokesmen. That of Mr. Sumner 
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Welles, Secretary of State, is especially to be welcomed, as we have 
hitherto had all too little interpretation of the Atlantic Charter from 
the American side, while on this side some very queer interpretations 
of the economic clauses have been put forward. It will be recalled 
for example, that Mr. Bevin construed “ equal access ” to mean that 
raw materials should be available at the same price in any part of 
the world irrespective of transport costs, while it has recently been 
suggested that the principle is infringed by any form of commodity 
regula tion, such as the recent tin agreement or, presumably, the 
wheat agreement. Elsewhere, and particularly in Axis quarters, it 
is sought to identify equal access with the possession of Colonies. 
The obviously commonsense interpretation © ’ equal access, as M1 
Sumner Welles has pointed ext, is simply “access to the great 
buying markets of the world . . . the right to buy in peaceful trade, 
and it exists wherever that right is efiective and secure.’ The 
access to raw materials of which the Atlantic Charter speaks, Mr. 
Welles emphasized, is access for purposes of peace ; and for that 
purpose it matters little in whose territory the particular resources 
are found. 


Mr. SUMNER WELLES also dealt with the particular question o! 
reconstruction finance. ‘‘ Kelief cannot go on for ever,’ he pointed 
out, “‘ and the day must come as soon as possible when 


Finance of the devastated areas again are self-supporting. That 
Recon- 


He will require enormous shipments from abroad of both 
struction 3 e 3 
capital goods and the raw materials of cashes. Fo 

those reconstruction shipments, no immediate means of payment 


will be visible. That means large financing, much of it long-term. 
The United Nations must arrange that, too. Finally comes payment, 
both of whatever interest burden loans carry and for current pur- 


chases of raw materials and other imports. International payments 
on that scale can be made only in goods and services. There is no 
other way. ... Those who export must take the world’s goods and 
services in payment. | hope,’ added Mr. Welles, o that the United 
States is ready now to act upon that lesson. The United Nations 


} ; : - : ’ } im . »4 + 
have agreed to act upon it, and In mutuai aid agreements with 


rowing number of them we and they have promised to direct our 


common efforts to increased production and employment and 
exchange and consumpti ot ail kinds of useful goods. ve 

the have prol ed turtner to ttack the problem by emMmoevi 
discrinunations in the treatment of internal trade and by reducing 
unwarranted and artificial trade barriers. the future prosperity 
and e of the orld and of the U.S. depe itally the good 
lati a thorotl Iie hich w p t¢ se Me ( 
hese pre MlIS¢ 
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WHILE recognising that a large responsibility for setting interna- 
tional trade on its feet must rest with the United States, it will be 
seen, Mr. Sumner Welles is clearly thinking (except for 

Lend-Lease purposes of immediate post-war relief) in terms of 

“Mieke Ruin international lending of the normal type, and not of 
u.s.” the fashionable suggestions for continuing lend-lease 

as a permanent feature of our post-war exchange 

regime. On the other hand, Mr. Harry Hawkins, of Mr. Sumner 
Welles’ own Department, has issued a warning that if the United 
States were to insist upon payment from Britain in cash or kind for 
lend-lease goods “we might ruin our best customer and cripple 
ourselves.” Even if such a debt could be paid, he held, the economy 
of the United Kingdom would probably collapse under the strain 
and that of the United States would be injured. “If every available 
dollar over and above the amount required for imports needed to 
keep the British people from starving and to obtain essential products 
vere devoted to making payments on such a vast scale, the standards 

of living of the British people would sink to very low levels, and our 
producers would find one of their best markets curtailed. All our 
other markets, which obtain purchasing power through large sales 
to Britain, would be seriously impaired.’”’ Such a situation, Mr. 
Hawkins said, ‘“ would | e particularly serious for us because, after 
the war, in order to aniaia employment at anything like its 
present level and find employment for our demobilized soldiers, we 
will have to produce vast quantities of goods and will need, as we 
have never needed before, prosperous foreign markets to absorb our 
surpluses. If we proceed on the idea that in general it is not in our 
interest to regard lend-lease transactions as ordinary commercial! 
transactions, to be settled for as such, this mutual aid agreement 
between the United States and Britain becomes one whose purpose 
can be described in simple terms. It is intended to serve the dual 
— of bringing about the greatest possible co-operation in the 
war, and in laying a foundation for an = peace. Such co- 
ope ration would constitute the most important benefit the American 


eople could obtain in return for lend-lease aid.”’ 
In recent weeks the National Savings appeals have taken a new 
turn. Instead of being urged to cut down spending, which is the 
only source of really useful saving, we are now being 
_ rhe asked to “ ration your bank account ”’ and told that 
ee well-paid war jobs are offered to unemployed bank 
\ppeal i . ; : 
balances fo the extent that such an appeal was 
essful, it is clear, the only effect would be to reduce the nominal 


otal of bank deposits, in precisely the same way as subscriptions to 
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tax reserve certificates. Since the balances are by hypothesis idle 
(so that the depositor would not curtail his consumption expenditure 
in order to replenish his balance) there would be no effect on the level 
of prices or spending. This being so, it is permissible to refer to 
one aspect of the new appeals which would be of little importance 
if they were really serving a useful purpose. The public are told that 

‘all you have to do is to decide the minimum balance you need to 
meet the regular payments you have to make. Then tell your bank 
manager that whenever your balance exceeds this minimum he shall 
take any surplus and buy War Savings in your name.” One naturally 
wonders whether the person who drafted this can have been aware 
that the banks’ arrangements with many customers provide for the 
maintenance of a minimum balance in lieu of direct charges for 
keeping the account. If the balance on the account were reduced 
seriously below this level, the bank would obviously be justified in 
making a charge, especially in view of the extra work involved in 
periodically skimming off and reinvesting “surplus ”’ balances. In 
many cases, this would distinctly take the edge off the depositor’s 

‘pleasant surprise’ in finding how his savings had mounted up. 
There is little doubt that if the banks were asked to waive such 
charges in order to assist the Savings Campaign (in the same way 
that the gas industry has modified its charges for the more important 
purpose of assisting fuel economy) they would willingly do so. But in 
that case they would be entitled to take credit for a generous gesture. 


On the outbreak of war, the tender Treasury bill offer was £40 millions 
and the outstanding issue {500 millions. With Treasury bills at that 
time the chief medium of deficit finance, the offer was 

Treasury rapidly raised by successive stages, reaching {65 
Rime millions as early as November 17, 1939. War expen- 
sig diture being at a comparatively low level, the peak 
revenue inflow in the first quarter of 1940 permitted some of the 
normal seasonal funding of floating debt, and it was not until May ro 
that the offer was again restored to £65 millions, having in the mean- 
time fallen as low as {50 millions. It was at the beginning of Novem- 
ber, 1940, that the outstanding issue first reached its limit, on a weekly 
offer of £65 millions, of £845 millions. The revenue quarter of 1941 
saw no reduction in the tender offer, variations in the T.D.R. issue 
providing sufficient flexibility, while the accumulation of sterling 
balances by overseas countries was in any case reducing the volume 
of tender bills available to the market. In April, 1941, the tender 
offer was raised, in two stages, to £75 millions, at which level it was 
maintained until January of this year. Owing to an under-allotment 
in one week, however, it was not until October 25, rg41, that the 
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outstanding issue first reached its new limit of £975 millions. After 
a temporary reduction in January (tap bills had been made available 
to Empire central banks and the initial rush of subscriptions to tax 
reserve certificates was superimposed on the peak revenue inflow), 
the £75 millions level was restored on February 20 and maintained 
until this month, when the offer was raised, again in two stages, to 
the new record level of £85 millions on October 16. If this level 
were maintained for three months, the new limit for the outstanding 
issue would be £1,105 millions. It seems evident, however, that the 
primary object ‘of the latest increase is to supply the system with 
ample reserves of bills maturing during the revenue quarter—when 
the offer is hkely to be reduced again—with the object of protecting 
bank cash reserves against depletion by heavy transfers to the 
ret Treasury deposit receipts, of course, may be encashed 
before maturity without penalty if tendered against subsc riptions to 
Government loans, but not against transfers “of revenue. For the 
latter purpose, Treasury buls are now ideal. Provided the market 
is adequately supplied with short-dated maturities, calling in of 
loans will always produce additional supplies of central bank credit 
without causing stringency in the market, which can nowadays 
always find an outlet for eligible maturities with the special buyer 
at market rates. Alternatively, the clearing banks would no longer 
feel any inhibitions against selling short bills to the special buyer 
out of their own portfoli ios if current maturities were inadequate 
for their needs. The combination of Treasury deposits, Treasury 
bills and market technique undoubtedly provides a highly flexible 
system eminently well adapted to wartime needs. 


AFTER nine months, clearing bank deposits have finally topped the 
peak of last December with al rise of £53.6 millions to the new record 
level of £3,358.2 millions. It is striking evidence of 
Pen the efficacy of tax reserve certificates in draining off 
ee idle funds that even now deposits show a rise on 
balance of not more than {29 millions since the turn 
of the year, whereas over the corresponding period of 1941 there 
was an expansion of £314.5 millions. Within the nine months’ 
period, however, the tempo of credit expansion has varied very 
considerably between 1941 and 1942. In the first three months of 
this year, with a peak revenue inflow superimposed on the initial 
rush for tax reserve certificates, bank credit contracted quite con- 
siderably. From April to August, on the other hand, deposits rose 
at almost exactly the same rate as in the corresponding months last 
year, whereas the September increase of {53.6 millions compares with 
as much as {117.4 millions in September, 1941. 
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September, Change on: 

1942 Month Year 

fm. fm jm. 
Deposits 3,355.2 53-0 243-7 
Cash 349.1 2.2 + 9.1 
Call Money 126.8 6.4 7.2 
Discounts 276.5 6.9 38.6 
r.D.R. 693.0 + 59.0 + 102.0 
Investments .. 1,096.7 + 15.2 + 157.4 
Advances 774.4 g.1 51.8 


hicf counterpart of the additional des sp Osit 

is, of course, an increase of £59 millions in T.D.R. holdings. More 
interesting is the further addition of over £15 millions to the banks’ 
investment holdings. This more than ofsets the further decline in 
advances (to the lowest level since 1934, adjusting for the District 
Bank figures), and it is suggested that the banks have been driven 
to subscribe for the longer term Government issues in default for 
freasury bills. It is undeniable that in recent weeks the discount 
market has been unable to supply the banks with bills on anything 
like the seale which they would have desired, a fact which is reflected 
in a fall of more than {13 millions in money market assets. On 
general principles one would have regarded deposit receipts as a 
more suitable substitute for bills than a holding of National War 
Bonds, and indeed it is noteworthy that pric 1 repayments represented 
only {11.5 millions of last month’s T.D.R. redemptions of £85.0 
millions. a seems reasonable to suppose “that encashments were 
confined to those banks having heavy commitments and that the 
remainder held their deposit receipts to maturity and, as is suggested, 
took up securities as an alternative to holding idle cash awaiting 


investment in bills. 


On the assets { ie, the 


For six months past the monthly floating debt has distinguished 
between Treasury deposit maturities and prior encashments. The 
published information has now been further supple- 

T.D.R. mented by figures, disclosed by the Chancellor this 
Conversions month, of the extent to which deposits have been 
encashed against subscriptions to longer-term 

Government issues. Up to September 30, he announced, £333 
millions of deposits had been repaid to cover subscriptions to National 
War Bonds and £123 millions against subscriptions to Savings Bonds. 
The gross total of deposits made by banks was £2,834 millions, of 
which £760 millions were outstanding at the end of September. 
Interesting though it is, this information throws no great light on 
the investment holdings or assets policy of the banks, since on the 
one hand the banks may subscribe to “ tap” issues against cash, 
and on the other hand Treasury deposits may be encashed against 
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iptions.to tax reserve certificates or subscriptions to other 
Government issues for account of the banks’ customers. By a 
ides ce, the Chancellor’s conversions total of £456 millions 
izrees almost exactly with the increase of £460.5 millions in bank 
estments over the period, but it seems fairly safe to assume that 
{ 123 millions of Savings Bonds, which are usually regarded as 
» long fer the banks, have been acquired by customers. Similarly, 
it seems fairly safe to assume that the addition to bank holdings, 
ver and above the £333 millions of War Bonds acquired against 
T.D.R. encashments, represents almost wholly subscriptions to War 
Bonds against payment tn cash, rather than purchases of gilt-edged 


in the open market. In considering these figures, of course, it must 
further be borne in mind that deposit receipts are available to 


Scottish and other non-cl«aring banks. 

l'rom the Chancellor’s figures it will be seen that up to the end of 
september £2,074 1 - lions of deposits had actually been redeemed. 
Conversions into longer-t ~ loans, at £456 iiullions, thus represented 
some 22 per cent. of total redemptions. This -accords closely with 
the figures published for th 12 past six months, which —as will be seen 
trom the table we that prior encashments have totalled {112 


millions out of redemptions totalling £555 millions. 
T.D.R. REDEMPTIONS 

Total Of which Prior 

Redemptions Encashments 
£m. fm. 
April .. - 118.5 II.0 
May .. 113.5 12.5 
june .. 150.5 33-5 
july .. 53-5 27.0 
August 34.0 16.5 
September ; 85.0 II.5 


555-0 112.0 


It is evident that tax reserve certificates, of which £377 millions 
were outstanding at the end of September, have been taken up 
against cash (or the proceeds of maturing deposits) and not by the 
prior encashment of deposit receipts, although the latter are available 
for this purpose. 


In reply toa oes. the Chancellor has revealed recent figures of 
stamp duty receipts, from which it is possible to calculate the number 
of cheques stamped in the different periods. Such 

Stamp figures have always been published annually in the 
ue mapas of the Commissioners of Inland Revenue, but 
the Chancellor actually brought the information com- 

pletely up to date by quoting figures for the first half of the current 
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financial year by comparison with the corresponc ling period of 1941. 
As will be seen from the table below, it would appear that in the six 
months to September 30 last, some 198 million cheques were stamped, 
compared with 231.6 millions in the preceding year, a decline of 
about 15 per cent. Unfortunately, it cannot be assumed that there 
was a corresponding reduction in the a of cheques drawn, 
since there may be substantial changes from year to year in the stocks 
of stamped cheques held by ¢ heque-m: ikers a the banks. For this 
reason, it would be most misleading to _— that the figures throw 
any light on the manpower problems of the banks in handling cheque 
clearings. 


Stamp Duty Indicated 
Net Receipts Number of Cheques 
Stamped 
ENGLAND 
Year to: $ 
March 31, 1940 : 3,624,¢ 630 434,956,001 
+ 1941 sai 2, 967,397 356,088 000 
i 1942 , ep noe i 470,355,000 
Six months to: 
Sept. 30, 1941 Pte ii 1,930,106 231,613,000 
o 1942 sh 1,650,000* 198,000,000 
SCOTLAND 
Year to: 
March 31, 1940 , ; 285,827 34,299,00 
1941 . 274,430 32,932,000 
7 1Q42 “a , 273,171 32,780,000 
Six months to: 
Sept. 30, 1941 ‘ 142,671 17,131,00 
1942 148,000* 17,760,000* 


Ap prox imately 


] 


The figures of clearings by value suggest that changes in stocks o! 
stamped cheques must, in fact, have had a very important distorting 
influence. The sharp drop of 18 per cent. in the number of cheques 
stamped in England in the year to Marc! 1, 19.41, followed by a recovery 
of over 30 per cent. in the following year, can have had little relation 
to the current level of clearing activity, for ae rings rose without 
interruption from {36,642 millions in the calendar year 1939 to 
f. Ao. o1g millions in 1940 and £43,011 millions in rg41. It is probable 
that a more reliable guide to the trend of actual « mega drawings is 
to be seen in the figures for Scotland, which show a slight increas 
for the past half-year, though in this case there 1s the further « 
plication that in the earlier stages Scotland seems to have secured ; 
relatively small share in war contracts, a trend which has latel) 
been reversed. 
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The Economics of Dr. Temple 


History shows that the claim of the Church to-day lo be heard in relation to polstical 
and economic problems is no new usurpation, but a re-assertion of a right once univer- 
sally admitted and widely regarded. But tt also shows that this right may be compro- 
mised by injudicious exercise, especially when the “ autonomy of | be chnt pit ” in the 
various departmenis of life ts ignored.—The Archbishop of Canterbury, in C4rrstianily 
and World Order. 

“TF a bridge is to be built,’’ says Dr. Temple in his Penguin book, 
quoted above, ‘‘ the Church may remind the engineer that it is 
his obligation to provide a really safe bridge; but it is not 

entitled to tell him whether, in fact, his design meets the requirement. 
In just the same way the Church mz Ly tell the politician what ends 
the social order should promote ; but it must leave to the politician 
the devising of the precise means to those ends.”’ Similarly, religion 
“may declare the proper relation of the economic to the other 
activities of men, but it cannot claim to know what will be the 
purely economic effect of particular proposals.” Truly admirable 
doctrine! It is a pity that the Archbishop himself ignores it more 
consistently than anybody. One of Dr. Temple’s strongest character- 
istics, surely, is that he is so seldom content merely to indicate 
social evils, but persists in prescribing what he believes to be the 
remedies. It is this infringement of his own principle, as much as 
the nature of the remedies suggested, which tends to alienate some 
of those most sympathetic to his liberal outlook and humanitarian 
ideals. 

When he thus steps down into the arena, the Archbishop could 
not but agree, he voluntarily puts aside the authority of the Church 
and speaks merely as a private individual. ‘his he is, of course, 
fully at liberty to do. Everybody has a right to form his own views 
on economic matters and air them if he wishes. Sut this right 
carries with it the obligation to form opinions only after reasonable 
enquiry and to express them with a due sense of responsibility. The 
= is particularly strong in the case of a person such as the 

Archbishop, whose official position makes it certain that his views 
will command greater attention than those of the ordinary amateur 
of economics. It may be true, as Professor Pigou has suggested, 
that 4 Temple knows at least as much about economics as the 
average leader-writer ; but that may not be saying a great deal. 

One can possess an intellect of the highes t order, a fundamentally 

sane outlook and great experience of affairs and still know nothing 

about t the rudiments of economic analysis. To speak with any real 
authority, the Archbishop could either himself undergo the discipline 
of an economic tr: ining, if his other duties permitted, or he could 
submit his suggestions to responsible criticism before launching 





74 THE BANk E R 


them on the public at large. In Professor Pigou’s own words: “ It 
is sometimes imagined that economic « questions can be adjudicated 
upon without special preparation. The ‘ plain man,’ who in physics 
and chemistry knows that he does not know, has still to attain in 
economics to that first antechamber of knowledge.”’ 


Price System and Profit Motive 

[s it fair criticism to apply that dictum to the Archbishop ? Let 
us examine some of his pronouncements to see how much familiarity 
they show with economic thought. The recent speech at the Albert 
Hall, which attracted so much attention for the references to banking 
and credit to be discussed later, also a the following passage : 
‘There are four requisites of life which are provided by nature, 
even apart from man’s labonr—arr, light, land and water. I suppose 
that if it were possible to establish a property claim upon air some- 
body would have done it before now and made people pay if they 
wanted to breathe what he would then call ‘ his’ air.’” We may 
leave aside the question whether it is really helpful to distinguish 
between land and other productive agencies.* The important point 
clearly, is the implication that to make a charge for the use of scarce 
resources is an anti-social act of pure rapac ity. It would obviously 
surprise His Grace very much to be told that, on the contrary, this 
pricing process performs a social function of the highest importance, 
that if it were possible to establish a property claim upon air (which 
would be the case only if its supply were limited in relation to the 
demand) it would be vitally necessary that this should be done. 

To show at all fully how the pricing of scarce resources ensures 
their economic use, and is therefore indispensable if we are to maxi- 
mise the social product, would involve a dissertation covering the 
whole field of equilibrium economics. One can only refer to the stan- 
dard literature.t But when all the qualifications and special cases 
are taken into account, the essence of the matter is quite simple. If 
the community is to get the most out of its labour supplies, from 
the economic point of view, each individual must be in that occupa- 
tion where his earnings are highest ; and the pricing of labour 
the wages system whic h gives ev erybody an inc entive to seek that 





* See e.g., Wicl ksteed, C: ymmmonsense of Political E conomy “We have seen 
over and over again that it is impossible to draw the line « ither between land as a 
primitive gift of nature and land as embodying capital or the results of human 
effort, or between a change in the value of a piece of land caused by something 
that has been done to it and that caused by changes that have taken place else- 
where. And finally, since we know that land and capital are remunerated on one 
identical principle, in conformity with their marginal efficiency, we can see that 
the attempt to distinguish accurately between them is as unnecessary as it Is 
i. 

t See, e.g., F. H. Knight, Risk, Uncertainty and Profit,Ch. IV, and Beaham 
Economics, Ch. XU. 


t 
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employment offering the highest pay—undoubtedly goes a long way 
towards securing that result.* Similarly with mat erial resources. 
To quote Sir Hubert Henderson (Supply and ep tand): ‘‘ The way 
in which the land of a country is used, the way in which it is appor- 
tioned between the countless alternative e :mploy ments that are 


possible is a most important matter... . How is this apportionment 
effected as things are now? The answer is clear: mainly by the 
agency of either rent or price... . That a piece of land would yield 


a higher rent in one occupation than in any other is not conclusive 
evidence that it is best to devote it to the former purpose, but it 
is very good evidence, and it should be allowed to prevail unless it 
is demonstrably outweighed, as it possib ly might often be, by con- 
siderations of a different kind. That it would not be well for the 
community to employ land in the City of London for corn-growing 
purposes, however desirable might be a revival of home agriculture, 
is so obvious that it may seem to have no bearing on the present 
issue. But it is only an extreme indication of the absurd and wasteful 
use of our natural resources, which would grow up slowly but surely, 
if we dispensed with ideas of rent and price as sordid irrelevancies, 
and allocated our land on the basis of the loftiest arguments of a 
vague and sentimental character. ... Thus rent, like interest, will 
be found indispensable as a measure under any efficient system of 
society, even if it might not always represent the payment of sums 
of money to private individuals.”’ 


Under any system, that is the case for property—as distinct, of 
course, from private property. The case for private property—in 
one’s own labour as well as material resources-—is based on the 
presumption that resources are more likely to find their way into the 
most productive employment if the individual owner has an income- 
incentive to see that they are so used than if the allocation is 
attempted by some central agency, such as a Government, having in 
mind that the State can always intervene to modify the results of 
the pricing process if this is considered desirable on social or other 
grounds. This presumption is not absolute. Special cases can be 
made out for the nationalization of particular kinds of resources, 
such as mining royalties. What can be said is that even where such 
resources are nationalized it is in the social interest that the State 
should continue to charge for their use in precisely the same way as 
though it were a priv ate owner (or more accurately, as though the 
resources were still in private hands and the State were intervening, 
at the expense of the taxpayer, where social or other reasons justified 


* A description of this process in simple terms is given in chapter VI of Pro- 


fessor J. R. Hicks’ latest work, The Social Framework, reviewed elsewhere in this 
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a sacrifice of productivity). Even collectivist societies cannot 
dispense with a pricing process.* 

All this may seem a quite disproportionate weight of criticism to 
direct against an isolated and seemingly inoffensive remark. But 
the point at issue really does go to the whole root of economic organi- 
zation. One can oppose the price system or one can be in favour of 
the price system ; but one cannot be simply unaware of its existence 
and functioning, and still make any significant contribution to 


economic discussion. It is this imperfect grasp of fundamentals 
which vitiates so much that the Archbishop has to say about profits 
and interest. [his is particularly apparent in the arguments 


- anced for equal participation by labour in the control of industry 
. proposal, be it noted, which is included in the six-point pro- 
gramme that “every Christian ought to endorse,’ and not merely 
in the Appendix setting out Dr. Temple’s personal views. 
Workers’ Control 

Pointing out that the workers usually have no voice in the 
industry whose requirements determine so large a part of their lives, 
Dr. Temple observes : ‘‘ How such a voice is to be found for them, 
and when, are questions for the expert to answer ; but industry will 
not be free from the charge of neglecting this principle until in some 
form labour shares at least equally with « ‘apital in the control of 
industry.’’ What the Archbishop fails to recognize is that it is also 
a question for the expert whether labour is given such a voice in 
control. And the reason why this is not recognized is apparent from 
the following passage: ‘ Capital gets its dividends ; Labour gets 
its wages ; there is no reason why Capital should also get control 
and Labour have no share in it.” 

This entirely begs the question. The whole point is that Capital 
does not get its dividends irre spective of the fortunes of the particular 
enterprise in which it is invested, whereas Labour does get its wages 
so long as it continues to be employed. Dividends are not just 
another form of wages, but the reward for successful risk-bearing. 
The associ ition of control] with risk-bearing has never been thought 
to require ethical justification and, empirically, has always been 
justified on the erounds that if control is surre nde red risks will not 
be accepted so readily, if at all. The retention of control, in other 
words, has been a necessary element in inducing the flow of invest- 
ment that has been 1 seen in the past ; and one of our chief troubles, 
surely, is that this flow has so often been insufficient to support full 


*** Modern societ f nized throu; bs the aanes iation of control over produ 
agencies with th © thetr yield. Only because the income is greate1 
here the product is larger is such organization possible at all. In the absence ot 
1. law connecting distributive share with effective contribution our social system 


would be no syst but chaos Knight, Risk, Unceriatnty and Profit 
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employment. The case is not naihiaiaii affected by the fact 
that under the joint-stock form of organization the owners of a 
business, once it has been started, delegate the day-to-day control 
to paid directors and managers. Though such officials may not 
themselves have a large financial stake, the assumption is that their 
policy will be directed towards conserving the capital of the concern 
and maximizing its earnings. The act of risk-bearing, under these 
conditions, consists in entrusting the administration of capital to a 
particular board of directors which, at any rate nominally, remains 
responsible to the shareholders for the success or failure of its trading 
policy 

As Dr. Temple says, “‘ whatever the system, those who have a 
surplus to invest, and invest it, must bear the main risk of loss.”’ 
The question is whether such surpluses would in fact be invested on 
a sufficient scale if labour had an equal say in policy. For there can 
be no denying that in times of falling demand (as opposed especially 
to wartime) the interests of capital and labour are fundamentally 
opposed. At such times, the interests of capital require a curtail- 
ment of production to check the anticipated fall in prices, and above 
all to check a fall in prices below costs of production. Given reason- 
able mobility of labour, this is also in the general interest of the 
community. Capital is conserved and labour is released for more 
productive use elsewhere. If wages are rigid, of course, the pre- 
vailing wage rate no longer implies that if labour can only be employed 
at a loss in one use it is because it can profitably be employed, at 
~ wage, in some other use. In that event, the dismissal of labour 

lay admittedly do no more than increase the ranks of the un- 
e oui ed.! 

Now, nothing is more ardently desired by all sections of the 
community than a cure for general unemployment. This is not the 
place to discuss along what lines such a cure is to be sought.2, What 
can be said is that ‘the cure is unlikely to be assisted by devices 
which reduce the stimulus to invest (by increasing costs or risks), 
and secondly that the problem is one for the community as a whole. 
We cannot expect individual concerns to retain labour in defiance 
of the state of demand for their _ product, even if their resources 


U nemploy ment does not, of course, mean that labour is sh: iring in the risks 
of the enterprise to which it is attach -d. If the concern is unsucce sofed, or if there 
is general depression, both labour and capital may secure no current return. But 
if output were maintained in such circumstances to provide employment for 
labour, the owner of capital would be exposed not merely to a loss of current 
income, but the loss of his source of future income. Where labour is in fact highly 
specific to the concern by which it is employed, of course, an interest arises which 
can suitably be expressed in a profit-sharing arrangeme nt. 


* For an up-to-date discussion of this problem see The Economist, October 3, 
10 and 17. 
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could stand such a strain. That would be no cure but merely ; 
camouflage. If all labour were irrevocably attached to a particular 
employer, the result would be merely severe bottlenecks in some 
places, side by side with disguised unemployment and capital con- 
sumption elsewhere, to the detriment of the general standard of 
living. Yet it is difficult to see how mobility of labour could be 
preserved if labour had an equal share in management, above all 
if this economic diarchy were expressed in the kind of « corporative 
bodies that the Archbishop favours. The objections to the syndicalist 
form of organisation are excellently summed up by Professor D. H 
Robertson in his little book, The Control of Industry : “ If the whole 
of any industry should come to be reorganised on 1 guild lines 
would capital be forthcoming on such a scale unless those who 
ventured it were allowed some share in controlling its use? To 
finance a whole industry with blindfolded and impotent capital is 
likely to prove a stiff proposition. ... And the difficulty is increased 
by the fact that the transference of control to the worke rs is to be 
accompanied by a marked diminution of their individual risks ; for 
it is the hope of Guild oe so to extend the system of ‘ con- 
tinous pay ' as to guarantee a livelihood to every man on the strength 
of an industry, irre snectin of whether there is work for him to do 
or no, Moreover, in such an eventuality, the question of seis and 
output and the rights of the consumer . . . would become acute.” 

It is the Archb ‘jeans intense concern for the interests of the 
consumer which makes his insistence on a corporative type of 
organization appear so curious. That the medieval gi tilds were 
sometimes “ selfish in their exploitation of public need ’’ Dr. Temple 
himself acknowledges. Yet their modern counterpart which he 
would like to bring into being would have no better safeguard for 
the interests of the consumer than the nomination by the State of 
one or two directors to represent the public interest. Once again, 
this can only be attributed to imperfect understanding of the price 
system. ‘‘ The art of government,’ says the Archbishop, “is not 
to devise what would be the best system for saints to work, but t« 
secure that the lower motives actually found among men prompt 
that conduct which the higher motives demand.’’ And elsewhere 


- pai: Keg osent Be 
fhere is nothing wrong about profits as such. It has always been 
1 


re nized that both the producer and the trader are entitled to a 
profit as thei means of livelihood, which they have earned by 
their service to the community. Further, there can be no profit 
except so far as the needs of consumers are being met. But it is 
possible none the |e tor these two to get into the wrong order, s 
ti at the CONSUTNM 5 tre iz d not as the person vhose interest is the 
true en the whole process, but only as an indispensable condition 


OT SO 


K Sem ¢ “y at ne 
ct ent profit-seeking enterprise. Having g 
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near to a description of the “‘ invisible hand’”’ and the benefits of 
competition, what a shame that the Archbishop does not ask himself 
under what conditions it is that the interests of profit and of the con- 
sumer can get into the wrong order. Let us offer one clue: under 
competition, the producer can make a larger profit only by selling 
a larger output, whereas the monopolist can increase his profits by 
restricting output. It may be added that a Trade Union is a mono- 
poly, and an association of e1 nployers is a monopoly, and a com- 
bination of the two in a “ new y partnership in industry’ would 
therefore be a double monopoly.’ 

To complete the review of the Archbishop’s general economics, 
we may consider his views on the rate of interest. Rather surpris- 
ingly the classical case for the payment of interest is accepted without 
reservation when Dr. Temple says: “ If I postpone making effective 
my claim to goods and services so as to enable someone else to 
utilise my store of value in the meantime, it 1s quite reasonable that 
he should pay me for this service.’’ It would seem to follow that it 
is equally reasonable that the payment should continue so long as 
the service continues, i.e., till the « vapital (as distinct from the interest 
on it) is repaid. Yet it will be recalled that the Archbishop startled 
the public some time ago with the suggestion that once the interest 
payments have equalled the original investment any further pay- 
ments should go to reduction of the capital debt. In the Penguin 
book, however, it is made clear that this idea is put forward as an 
improvement (!) on the Rignano principle for death duties, 1e., 
rates of duty increasing with each successive transfer of the estate. 
In other words, it is relevant only to the special problems of inheri- 
tance and inequality of incomes and has nothing to do, logically, 
with the remuneration of capital in general. 

Banking and Credit 

Finally, we come to the remarkable propositions on the subject 

oi banking and credit creation put forward inthe Albert Halls on ‘ch: 

\\ hen there was a multitude of private banks, the system by 
which credit is issued may perhaps have been appropriate ; but with 
the amalgamation of the banks we have now reached a stage where 
some — universally needed, namely money or the credit which 


— luty for money, is become in effect a monopoly ; and it seems 
tom D rimary political principle that wherever you have something 
that is unis ersally needed but is governed as a monopoly, that 
imninaias should be taken over by the State. The private issue of 
new credit should, as it seems to me, be regarded in the modern 
world in just the same way in which the private minting of money 


was regarded at an earlier time; the banks should be limited 
lending power to the amount deposited by their clients, while the 





a Phe State and Industry lHE BANKER, September, 1942 
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issue of new credit should be the function of a public authority, 
This is not in any way to censure our banks or bankers: they have 
administered the system entrusted to them with singular uprightness, 
ability and public spirit, but the system is become anomalous.”’ 

Bankers will doubtless welcome the tribute to their qualities, 
though its value is much impaired by the author’s manifest un- 
familiarity with the nature and functioning of the banking system. 
It is simply not true that banking has become a monopoly. No 
doubt a fresh bank would find it difficult to establish itself in com- 
petition with the existing clearing banks, and especially the “ Big 
Five,” for the very good reason that banking confidence is a slow 
growth and virtually ‘all the old-established de ‘posit banks have been 
absorbed into the present system. but for many purposes the banks 
as a whole are in compe tition with other financial institutions (such 
as the savings banks or building societies), while competition between 
the banks themselves is practically unrestricted. The limitation of 
deposit rates to 1 per cent. is, of course, a wartime measure, while 
the self-denying ordinance against direct tendering for bills, and the 
uniform rates for short money, came into being as a measure of 
assistance to the money market. Perhaps the Archbishop's remarks 
may serve as a salutary warning against allowing the increasing 
colli iboration through the Clearing ‘Banks Committee from developing 
into a series of working agreements and common policies on this 
and that ; but as things st und to-d: iy the banks are certainly innocent 
of the charge of monopoly. Even if monopoly were proven, many 
people would hotly contest the principle that any monopoly should 
be “‘taken over,’ and not merely controlled, by the State. In the 
case of the banks there is an argument for State control, not on 
the ground of monopoly, but for the reason that the banks, collec- 
tively, do exercise monetary functions, as Dr. Temple contends. 
Sut this control is, of course, already secured through the central 
institution. 

Of the propositions relating to lending and credit, it is difficult to 
make anything. The classical exposition of the genesis of bank 
deposits was given many years ago by Mr. W. F. Crick and the process 
has more recently been explained in admirably simple language in 
Geoffrey Crowther’s An Outline of Money. It is not proposed to 
cover that well-trodden ground yet again. What is perhaps worth 
emphasising is that to ask whether or not the banks “create credit ”’ 
is merely an endless source of confusion, largely about terminology 
The volume of bank credit is determined not by the banks alone, 
but by the interaction of four distinct elements in the system, 
namely : (1) The borrowing policy of the Government, whose choice 
between long and short-term borrowing determines the supply of 
what are now the chief banking assets, 1.e., medium-term securities 
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such as National War Bonds, Treasury deposit receipts and Treasury 
bills. (2) The policy of the central bank, which governs the credit 
base. In normal times, this is the chief instrument of control over 
the volume of bank deposits, though it is not absolute, but, at any 
rate in the short run, can be negatived by changes in the other 
factors enumerated. In wartime, the relationship between cash 
and deposit is reversed. The volume of deposits is determined by 
the requirements of the war effort (since credit is, in theory, available 
for all essential purposes but not for inessential purposes) and this 
in turn determines the amount of cash required to support the 
existing volume of deposits if the banks are to show something like 
the conventional 10 per cent. cash ratio. (3) The policy followed by 
the banks with regard to their assets structure, and especially the 
cash-ratio and lending-investment policy ; and finally (4) the prefer- 
ences of the public with regard to the form in which it holds its 
assets, especially the choice between long-term securities and liquid 
assets and, as between different forms of liquid assets, its preference 
for banknotes and bank deposits respectively. 

At any moment of time the banks can, of course, lend only what 
has been deposited with them, in the sense that total assets must 
always equal total liabilities ‘Other things equal, they can induce 
an increase in their de posits, without a prior increase in the credit 
base, by making additional loans or purchasing investments and 
allowing the cash ratio to fall. This is true even of an individual 
bank, for if the whole of a loan (or payment for securities) were 
withdrawn in cash, some proportion of this is likely to be redeposited 
with that bank. In the meantime, the remaining banks will have 
experienced a net addition to their cash reserves and, again other 
things equal, will also increase their earning assets. But it is a fact 
of experience that the banks as a whole maintain highly stable cash 
ratios ; and their power to induce an expansion in deposits can in 
any case be negatived by such factors as (1) a funding of floating 
debt, (2) a contraction in the credit base brought about by the open- 
market operations of the central bank or an unneutralised immobilisa- 
tion of credit on public deposits, or (3) the decision of the public to 
hold a greater proportion of its assets in the form of notes. 

If Dr. Temple’s remarks are interpreted to mean that the volume 
of bank deposits should be stabilized at its present level, he has yet 
to explain what advantages, if any, this would secure from the point 
of view of public policy. From the point of view of monetary theory 
and trade cycle control, of course, any proposals relating only to 
the volume of credit fail to touch the central difficulty and chief 
source of instability, namely, changes in the rate of turnover of 
bank deposits —a matter which is outside the control of any monetary 
authority but depends on the independent decisions of several 
million members of the public. 
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So It Doesn’t Work 9 
By G. L. Schwartz 


’ OT only is the capitalist system sordid: it doesn’t even 
work.’”” Thus the Archbishop of Canterbury if he has not 
been misreported.* Now there is every excuse for a Prophet 

of the Lord labouring under the impression that he is fed by ravens : 

it is even possible that in the higher ranks of the hierarchy of the 

Church of England the commissariat is still air-borne. But has His 

Grace ever reflected on the processes by which curates and laymen 

obtain their early morning cup of tea. Not an ounce of tea is grown 

within a thousand miles of the British Isles. Where it is grown the 
plantations have been established and are run by capitalist ente: 

prise, the transport ‘facilities have been provided by c: apitalist st 
enterprise and the merchanting processes are performed by capitalist 
enterprise. Moreover, this capitalist enterprise is free enterprise. 

At any rate in the final stages anyone is free to perform the processes 

involved in the supply of tea and we ha ive ocular demonstration that 

anyone can put out a notice ‘““ TEA2”’ and engage to provide the 
public with this refreshment. There is no Central Commissar foi 

Tea superintending the whole business and the structure of the 

industry is a gift to those people who denounce the “ chaos of un- 

coordinated enterprise ” and the “ anarchy of competition.”” And 
what is the result ? J/ there is one thing you can get almost anywhere 
at any time in the British Isles it is a nice cup of tea. Tt violates all 
the findings of modern criticism and analysis, but by Liptons, 

Lyons and all the gods it is so. Or the thing can be put in another 

way. The form, direction and the amount of the supply of this 

desirable amenity, nay, necessity, are governed by the profit criterion, 
and are thus based on a sordid motive which, we are assured on the 
best ecclesiastical authority available in this country, does not work. 

And what is the — a i} eg is one thing vou can get almost 

anywhere at any time in the British Isles it is a nice cup of tea. At 

this stage I ought to bet ‘with an gS t to the Archbishop and 
his adherents to go away for two years, quietly to study economics 
and then come back and write an essay describmg the organisati 

and mechanism which brings it about that if there is one thing you 

Call get almost anywhere at any lime in the British Isles it is a nice 

cup of tea. But, alas, like clerics and the bulk of mankind, I rarely 

know when to stop, and I shall go on to spoil my case by over- 
elaboration. 


* I confess that it is difficult to reconcile this utterance with the statement 


the Archbishop in Chrisliantly and Social Order (Penguin series). ‘‘ The existi 
system has many triumphs to its credit ; it has raised the standard of life of th 


common people to a level never reached before.” (p. 70). 
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The tragedy of the present situation and the outlook is that 
desirable and necessary social reforms are being prejudiced by the 
well-meaning people who start from the assumption that the present 
system doesn’t work, some going so far as to assert that it never 
has worked and most being positive that it never will work. Right 
and Left we hear the appellations of “ chaos’ and “ anarchy ”’ in 
description and denunciation of the system, and demands for planning 
and coordination to replace “‘ wasteful and chaotic competition.” 
All of these critics would be completely baffled by the argument, 
and bewildered by the demonstration, that competition is a method 
of securing the cooperation and coordination of human effort, and 
that the profit criterion associated with the price mechanism is a 
device to secure a working allocation of scarce resources. The only 
prooi they have that the system doesn’t work is that they themselves 
cannot understand how it could possibly work. The Archbishop 
orders the car for a journey to York, steps out at York Minster and 
blandly asserts that the internal combustion engine doesn’t function. 
He then offers the bright ——— that the two back wheels should 
be connected by a rigid axle, somebody having told him that the 
differential is a messy affair. 

The result of this @ priovi or empirical decision that the system 
doesn't work is that critics and reformers get every blessed feature 


of the system wrong. ‘“ Bootlegging gangsters,’’ declared a journal 
of the Left, “ are buying up supplies when they are abundant and 
selling them where thev « re scarce. [t was obvious from its tone 


and its demand for capital measures that the journai was not only 
denouncing war-time delinquencies but exposing a malpractice 
inherent in private enterprise. The notion that to move supplies 
from places of relative abundance to places of relative scarcity might 
be doing the public a service—even in war-time, in default of Govern- 
ment action to perform the same task—-would appear monstrous to 
these critics. Again, they are convinced that the middleman is an 
unnecessary interloper whose intervention raises costs and therefore 
prices ; they would be staggered by the proposition that he repre- 
sents the process of specialisation which reduces costs and therefore 
prices. They believe that the competition of employers brings down 
wages instead of raising them, reminding one of Mrs. Sidney Webb's 
famous description of a sweater as a master who, pressed with work, 
offers a worker better terms.t They argue that the pin-money girl 
can afford to work for a low wage, but they have also to agree that 
she can afford not to work for a low wage. When you ask them 
what happens then in practice they don’t know whether to split the 
difference or accuse you of being oe erse. hinntcle believe that free 
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trading between peoples with different standards of living results in 
all-round degradation of those standards, suggesting that the best 
way to help a needy newsvendor is xof to buy a paper from him, 
thus encouraging him to improve his status. They believe that if 
one shop unrestricted by legislation keeps open late, all shops have to 
keep open late, and they will argue this in Lyons’ All-Night Cafe at 
3 in the morning, with Slater’s, Fleming’s, the A.B.C., the Express 
and fifty other restaurants within a half-a-mile radius all locked, 
bolted and barred. They write in Fleet Street offices situated on the 
alluvial soil at the bank of the Thames and prove that no land fit 
for agriculture should ever be built upon. They demand that the 
State should impose standards of taste and then denounce the Albert 
Memorial as a Victorian atrocity. They declare that private enter- 
prise has no vision, and their stock joke is that the War Office is 
always two wars behind the times. This distorted thinking all 
derives from the original assumption that in the absence of single 
central control there is no sense or meaning in the economic order. 
Fantastically enough, the argument that the system doesn’t 
work comes most pontifically from the people whose experience is 
most designed to demonstrate that it does work. Lambeth Palace 
has been the residence of the Archbishops of Canterbury for over 
700 years, and there are probably records on the premises showing 
th: it the milk has been left on the doorstep every morning for the 
whole of that period. Certainly they must show that every time a 
pipe has gone wrong private re Pomc has supplied a plumber, and 
that the necessaries and minor luxuries consonant with plain living 
and high thinking have flowed uninterruptedly into the Palace as a 
result of “ uncoordinated and planless ’’’ human effort. One would 
have thought that the Church would have acquired a sense of con- 
tinuity in mundane as well as spiritual affairs, but it is the Arch- 
bishop who assures us that the system is in a state of ‘ chassis.” 
Another contemporary offender in this respect is The Times. Betore 
long, this paper will reach its 50,o00th issue. Tor over a hundred 
and fifty years, rain, hail or snow, it has plopped on the mat every 
week-day in thousands of homes. All along The Times has acquired 
its accommodation, paper, ink, type, ma chinery, contributors and 
labour through the medium of private enterprise. If there were 
huge gaps in the files representing the non-appearance of the journal, 
if it were an eternal toss-up whether a number came out or not, one 
could justifiably talk of chaos, but the thing functions as relentlessly 
as the solar system. In this case, again, one would therefore have 
thought that if a bright young fellow of All Souls’ turned in an 
article on “ The Anarchy of I'ree Enterprise’ the editor or pro- 
prietor would pat him benevole ntly on the shoulder and, waving an 
arm around Printing House Square, work off the old tag, “Si 
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monumentum requiris, circumspice. My boy, I wish there were a 
spot of anarchy, but we never get a let-up.’”* The bright young 
fellow himself will tell you that the college port has come from the 
same shippers in Oporto for the past 250 years, and then grow 
lyrical for the new planned order which is to replace chaotic enter- 
rise. 
4 It was just when 7/e Times had celebrated its sesquicentennial 
that it began to publish articles and leaders proving that it could 
not possibly appear in the conditions in which it had appeared over 
40,000 times in unbroken succession. I believe that one of the 
disadvantages of working on 7he Times is that the editorial staff has 
to remain late for a conference to ensure that the paper presents a 
consistent whole. I should like to know how the contemporary 
leaders on the anarchy and chaos of free enterprise are reconciled 
with the notices of faithful butlers and housekeepers who have 
served the same family for fifty years, with the obituaries of long and 
regular lives, and the real estate advertisements of land which has 
been farmed since Elizabethan times. I wonder what the general 
editors make of the City pages with the reports from the produce 
and exchange markets the world over. ‘“ Shellac T.N. orange, spot, 
quoted 47/6 to 52/6 per cwt. as to quality and quantity ; A.C. garnet, 
free, 82/6; pure button 95/- to 105/-; fine orange from 100/- to 
150/-. Futures quiet. T.N. May delivery, quoted 45/- sellers ; 
Aug. 47/- sellers.” Non credo quia impossibile. Good heavens, how 
can that mumbo-jumbo work and produce gramophone records. I 
like to think of the editor of the Left weekly ringing up the printers, 
‘“ T sent you an article on ‘ The Chaos of Competition ’ an hour ago. 
Why the devil haven’t you sent the galleys ?’’ Voice from the other 
end, “‘ What do you expect in the chaos of competition?” “ Cut 
out that funny stuff,’’ barks the editor, “there are plenty of other 
printers, you know.”’ And blissfully unconscious of this reliance on 
competition to secure good service, he resumes the correction of the 
article before him: ‘“‘ From Darkness to Light. The case for a Pickle 
and Chutney Marketing Board.”’ 

This infection has spread to business itself. I used to walk 
around the City with a certain sense of awe and humility. The 
Baltic, Mincing Lane, the River Plate Co., Burmah Oil Co., Australian 
Mercantile Land and Finance, Ottoman Bank, Sudan Plantations, 
Peninsular and Oriental, Broken Hill Proprietary. ‘‘ Established 


1863’; ‘‘ Founded 1840”; “Incorporated by Royal Charter, 
1720.’ These were the people who had made London the great 


international centre and brought the produce of every corner of the 
globe to these shores. Spices, rum, fruit, tobacco—there was magic 


be The Ge ner al Strike, which afforded the the staff a breather may have swung the 
paper to the Left. 
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and romance in the mere names of the London docks. Now I pop 
in occasionally to say a few kindly words to the poor despondent 
creatures who are convinced that their day is done, and that they 
have been taking money under false pretences all these years.* 
That is, if I can catch them before they hurry off to hear the Arch- 
bishop and Sir Stafford at the Albert Hall. Sometimes I get a 
business man on his own and manage to persuade him that if at 
the end of a working day he can honestly say that he has reduced 
the scarcity of something desired by his fellow-men he has been of 
service to the community and justified his a nce. I also inform 
him that it is not his job to understand how the whole system works 
and hangs together, and how exactly his activities fit in; but that 
this is a specialist study, illumination on which rarely comes by 
inspiration to clerics or laymen. This cheers him up overnight, 
but he will read The Times next morning and the earth is again void 
and without form. I veritably believe that I could give a lecture 
on the Baltic denouncing the chaos of the grain trade and asserting 
that anarchy had prevailed on that spot from the outset. Instead 
of throwing me into the street, the Committee would pay me an 
extravag ant fee and apologise for its smallness, while members 
would crowd up after the lecture asking ‘“‘ What shall we do to be 
saved ? ”’ 

If the Archbishop or anyone else thinks that the relatively 
successful conduct of our war economy with its concomitant of full 
employment is a proof that the peace-time system did not work 
he is vastly mistaken. Our war economy is being run behind the 
scenes by shrewd people who, precisely because they understand and 
appreci: ite the working of the free system, know what'to do to vernp 
it work differently in accordance with war requirements. Rationing 
points, limitation of supplies, essential works orders are all ialan 
to effect the necessary modifications in the working of the price 
mechanism previously associated with freedom of labour and capital, 
and freedom of consumers’ choice, with profits as the gauge of 
success in organization. The peace economy is governed by the 
multitudinous and independent choices of individuals : the war 
economy by the single aim of victory. That is the difference. Both 
systems work, but the. first would run even if nobody understood it. 
The second can be run only by people who understand how the first 
works. Some of us had hoped that the German war economy would 





* See the incredible document put out by the London Chamber of Commerce, 
General Principles of Post-War Economy. This proves that freedom of international 
trade reduces everyone to the rice standard. The doctrine is enunciated on behalf 
of 9,000 firms and companies, many of them importing and exporting houses. 
[hree cheers for the U-boat crews and the Japanese who have stopped a large 
part of this trade and thus helped to raise our standard of living. 
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be run by fanatical denouncers of plutocracy with economic ideas as 
crazy as their racial ones. Unfortunately, it appears to be run by 
shrewd people with an equally sound knowledge of the working of 
a free peace economy. If the Archbishop of Canterbury, Mr. J. B. 
Priestley and Sir Richard Acland took charge of the German economy 
tomorrow it would be all over for them by Christmas. 

The lamentable truth about the free enterprise economy—and 
this perhaps ought to be kept secret—is that in conditions of political 
stability it works with such smoothness that it can be indicted for 
monotony. Indeed that was the accusation before 1914; and even 
since then, with lunatics rocking the boat as frenziedly as possible, 
most people have had to get up and catch the 8.15 six days a week. 
So inured is the population to the trivial round and the common 
task which go with an orderly working system that they cannot get 

ut of the habit even when the skies are ‘falling. The most remarkable 
slated during the winter of 1940-41 was the spectacle of thousands of 
Londoners trudging stolidly to business on the morning after a 
devastating air-raid which had destroyed or dislocated communica- 
tions. Chaos and anarchy had really afflicted the social order and 
one would have thought that people would have taken advantage of 
it to stay in bed. But they turned out and up, and incredible to 
relate almost at once started damning, not the enemy, but the Post 
Office. They argued that they had managed to report for duty and 
if they could get there so could the mail. “And such is the spirit of a 
free people that the authorities were galvanized into activity and 
business as usual was speedily re- established. 

A good test of a smoothly working system is the nature of the 
complaints it arouses. If in ordinary times the newsboy drops the 
wrong newspaper on the mat once in a year the Englishman makes 
more fuss than a Chinese does over an incursion of bandits. What 
milkman has ever atte _— to carry off airily the omission to leave 
a bottle on the doorstep ? He apologizes as profusely as if he had 
run down a pedestrian, Mich more profusely. - These examples 
may sound childish and frivolous, but we are dealing with critics 
who see the shops in peace-time laden with the world’s ‘produce, who 
know that nobody perishes of cold in this country, and that nobody 
need sleep without a roof over his head, and yet even when war-time 
brings a startling and blatant contrast with the abundance of peace- 
time insist that the normal system doesn’t work. Without at all 
reflecting on the patriotism of my fellows I suspect that a good few 
of them join the Forces to get away from, not anarchy, but regularity, 
from a system which works so well that even a foggy day is welcome 
as an excuse for late arrival at the office. In Putting Our House in 
Order, a book advocating economic reforms in the Church of England 
with a commendatory preface signed by a hundred high clerics and 
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thirty distinguished laymen, there is a passage denouncing “ the 
appalling Sunday morning habit of indulgence in extravagant sleep.”’ 
I can tell these distinguished but unsophisticated people why the 
populace indulges in this appalling habit: because it has to catch 
the workman’s tram on the six other mornings of the week. The 
system works so efficiently that after twenty years of real peace, 
clerics and myopic poets begin to denounce society for its extravagant 
materialism. 

In the Victorian books of instruction, father used to tell his little 
son that next day he would give him a present which it had taken a 
thousand men and more to prepare and bring. The poor little 
kiddy could hardly sleep for excitement, and next morning father 
solemnly presented him with an orange. The modern child would, 
with some justification I regretfully admit, hurl the orange at his 
parent’s head in rage at such a disappointment. But the Victorian 
child sat down dutifully while father explained how men laboured 
to grow the orange, others to pack it, others to transport it and so 
on until a thousand and more had cooperated in the task of providing 
it for a little boy to consume. The process of economic education 
is as elementary as that. Someone ought to explain to the Arch- 
bishop—if it is not too late—that there is a mechanism under free 
enterprise which coordinates seemingly isolated and independent 
activities, and produces a working system which caters for the 
recurring wants of millions of people. I do not claim that it works 
perfectly, but it works, and to dub it chaos or anarchy is sheer 
economic illiteracy. I do not undertake to prove this in one article. 
The operation of a private enterprise economy involves a price 
structure, capital investment, a special form of organization for risk- 
bearing and a function for the much-despised profit motive. It is a 
subject for profound and detailed study, and bishops should give 
heed unto reading, exhortation and doctrine, as they are advised at 
their consecration.* 

I myself am an unmethodical person, and the bane of my life 
has been the smooth working of the economic system. I am always 
promising to do things with a sub-conscious faith that before the 
time comes chaos will have impinged on the social order and I shall 
have acquired the credit for good nature without having to yield 
the performance. Anyone can book me for a function, a lecture or an 
article by approaching me in August for a date in November. I feel 
that before November traffic arrangements will break down, catering 
arrangements will fail, accommodation will be unbookable and 
darkness will move over the face of the waters. I have never in 





* In mundane, as in spiritual, affairs the qualifications for a bishop include the 
following : ‘ Not a novice, lest being lifted up with pride he fall into the con- 
demnation of the devil.’’ 1 Tim. iii, I. 
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my life been able to default through the failure of the economic 
organization. I have one piece of advice to give to young people : 
exercise the greatest circumspection in pledging yourselves for future 
engagements. The system works inexorably. The evening of the 
function will come round and you would give anything to stay in 
the armchair by the fire. There will be no excuse. The traffic will 
be running, the telephone system operating, the laundry will have 
been delivered and the sandwiches will have been cut at the other 
end. No kindly chaos, no anarchy. Out you go into the cold 
night cursing the efficient social order which gives you no option 
but to keep your word. Never promise to speak to the Midshire 
Philosophical Society in three months’ time. The system will get 
you there. Never engage to write an article in the hope that capitalist 
enterprise will fail to provide the foolscap. The blank paper will 
stare at you accusingly and you will ruin the last fine week-end of 
the year in a vain attempt to expose archiepiscopal delusions. 

Someone has claimed that His Grace, as an intelligent man and a 
life-long student of the economic system, has as much right to speak 
on these matters as any citizen. I regret to say that there is no 
evidence that His Grace has been a life-long student of economics. 
I think his defender must have meant a life-long observer, which is 
not the same thing. I suspect that His Grace’s ignorance is itself a 
tribute to the working of the system. At the time of his early 
education the system was working so smoothly that very little 
interest was displayed in economics. I wager that His Grace did 
not study the subject and that it was not an integral part of the 
curriculum in his formative period. I do not dispute his right to 
express his views on social problems. I claim the right to express 
my views on the second front and on naval construction. But I 
admit that I have no special qualifications for pronouncing on these 
matters. I should listen to a discussion of naval architects without 
undue awe and certainly without taking their views as gospel. I 
might venture an intelligent question, but I should never dream of 
asserting that the ships are obviously all wrong from stem to stern. 
His Grace knows as much about economics as I do of naval architec- 
ture. If he is free to express his views others are free to criticize them, 
and I can assure the layman that His Grace’s proposals for the 
reform of the system are the product of a profound ignorance of the 
fundamentals. No one who starts with the crude proposition that 
the system doesn’t work has the slightest qualification for demon- 
strating how it could work or ought to work. His Grace may believe 
that he is bringing down the tables from Sinai to the pagan wor- 
shippers of the gold standard. I believe that if he smote some of 
his planning confréres and advisers over the head, water would 
assuredly gush forth. 
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The BLS. and British Interests 
By Paul Einzig 


TER three years of obscurity, the Bank for International 
Settle ‘ments is once more in the limelight. The immediate 
cause for the burst of publicity it has received during recent 
weeks has been the annual report for 1941-42, which was received 
with tacit approval by the German Press and with a barrage of 
criticism by the British Press. Irrespective of the merits of the 
charges raised against the report—most of which were left unanswered 
by the official and unofficial apologists of the B.I.S.--the question of 
principle, whether there can possibly be any justification or excuse 
for maintaining contact with Germany, has come to the foreground. 
Everybody agrees that during the war the B.I.S. can serve no 
useful purpose. There oh less unanimity about the question whether 
its continued existence is likely to be harmful to the Allied cause. 
On more than one occasion the Chancellor of the Exchequer em- 
phasized in the House that throughout the war the business of the 
B.1.S. has been conducted in a spirit of strict neutrality. There has 
been so far no information to the contrary. but, then, the activities 
of the bank are a closed-book to all but the few initiated. We have 
no means of knowing, for instance, if since the beginning of the 
war the absolute and relative amount of funds invested by the 
B.1.S. in Axis countries has increased. Nor do we know whether 
the assets of Central Banks which have come under German control 
have shared the fate of the Czech gold. It is also impossible to say 
whether any Axis assets in this country, in the United States or in 
Latin America have escaped being frozen because they are camou- 
flaged as B.LS. assets. Judging by past experience it would require 
a great deal more information than we possess to enable us to decide 
whether to accept at their face value the reassuring statements 
about the “ neutrality’ of the B.LS. 
Whi it is » much more important than the material damage that an 
“ unneu ’ BIS. could inflict on the Allies is the moral damage 
caused by "tle fact of continued british participation in an Axis- 
controlled bank. It is characteristic of the attitude adopted by the 
[reasury in this matter that it was sought to contest even the well- 
known and obvious fact of the Axis control over the B.I.S. In 
answer to a question in the House on October 6, Sir Kingsley Wood 
stated that Axis control over the share capital of the B.I.S. was 
about 50 per cent. The fact is that the total shares or voting rights 
held by Axis or Axis-controlled Central Banks is 71.68 per cent. of 
the share capital. During the debate on October 13, Sir Siaahe 
Wood reluctantly admitted that it is a matter of opinion whether 
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the Axis participation is reckoned at 50 per cent. or 60 per cent. or 
70 per cent. He failed to disclose, however, how the Treasury 
arrived at the figure of 50 per. cent. and repeated attempts of M.P.s 
to elicit from him this information had a negative result. It is true 
that in any case shareholders have very little power under the statutes 
ol the B.1.5. which place most powers in the hands of the directors. 
Why, then, the effort to interpret the shareholding position in a way 
tt at shows the lowest possible figure in favour of the Axis ? Further, 
if we look the composition of the board, we find that out of 16 
directors, peach 2 are British and 2 neutral, while the remaining 12 
are nationals of Axis or Axis-controlled countries. 

Sir Kingsley Wood repeatedly emphasized that all power is at 
present in the hands of the American President of the bank, and 
that this ensures its strict neutrality. Assuming this to be correct, 
the B.S. is neutral simply because the Axis masters of the, B.L.S. 
abstain from exercising their power as directors or shareholders. 
The B.I.S. is neutral on sufferance. Now why is it that Germany 
allows it to remain neutral instead of converting it into an Axis 
bank pure and simple ? She would be in a position, by exercising 
her rights, to assume full control over the B.I.S. The very situation, 
wg whose description Sir _——— Wood sought to make the flesh 
‘§ M.P.s creep on October 13, would then arise. If, as Sir Kingsley 

Wood emphatically claime ‘a the withdrawal of British deattans 
from the B.I.S. would result in substantial advantages for the Axis 
and grave disadvantages for the Allies, why does not Germany 
bring about that situation by exercising the powers conferred by the 
(xis control over the majority of voting rights at the shareholders’ 
meeting and on the board of directors ? Instead, the Germans even 
continue paying interest in foreign exchange on their debt to the 
B.1.S. after having defaulted on so many other financial obligations. 
Why ? Because it obviously suits them to tolerate the neutrality 
of the B.I.S. and to secure the continued British participation in it, 
even at the cost of sacrifices 

It would be difficult to define exactly the advantages Germany 
hopes to gain by retaining the pre sent status of the b. L S. Perhaps 
it is hoped in Berlin that the B.I.S. might be used sooner or later 
as a channel for surreptitious peace feelers. Perhaps the Germans 
even now hope for a stalemate, in which Basle might provide a 
useful channel through which to pursue appeasement in this country, 
in order to isolate it from its Allies and weaken it before war was 
resumed. Or, alternatively, to foster Anglo-German collaboration 
at the expense of this country’s allies. Who knows how their tor- 
tuous minds may be working ? What is certain is that they are no 
fools, but are satisfied that with the B.I.S. as at present constituted, 
they are on a Good Thing. Indeed, Sir Kingsley Wood was more 
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successful than any of his critics in making out an unanswerable 
case in favour of the withdrawal of British interests from the B.LS. 
Since Germany is in a position to assume full control but prefers to 
tolerate British participation and “ neutral ’’ control it would be 
obviously to her disadvantage, and therefore to the advantage of 
the United Nations, if this country took the initiative in terminating 
its relations with the B.S. 

As a matter of fact, the British financial interests involved in 
the maintenance of British participation in the B.I.S. are not nearly 
as substantial as the Chancellor would like us to believe. No interest 
is paid on the Treasury’s deposit of Rm. 26,500,000, and the only 
money this country derives from the B.L.S. is an annual dividend of 
£60,000 on the Bank of England’s holding of B.I.S. shares. Since 
current earnings are not sufficient to cover the dividend and the 
dividend reserve is nearing exhaustion, even this negligible receipt is 
likely to decline next year. In any case, nobody can seriously believe 
that the Treasury is in favour of retaining the British directors on 
the board of the B.I.S. for the sake of the Bank of England’s income 
of £60,000. The bank of England is, presumably, anxious to nurse 
the B.I.S. through the war because, if it should be closed down, or 
if it should become discredited by becoming an Axis bank pure 
and simple, then an entirely new international bank would have to 
be created after the war. And while the B.I.S., created during the 
period of Central Bank worship, is under the control of Central 
Banks, the new bank would be under the control of the Treasuries. 

But even if we were to admit that it would be against the interests 
of this country to leave the B.I.S. by unilateral action, there can be 
no argument against making an attempt to achieve the liquidation 
of the bank. This can only be done in agreement with the Axis 
and Axis-controlled Central Banks which control the majority of 
votes required for a decision to liquidate the bank. The chances 
are that, since it is obviously to the advantage of Germany to main- 
tain the B.I.S., the British proposal to liquidate it would be refused 
by the Axis. Even so, this country would then have the satisfaction 
of having attempted at any rate to dissolve this unnatural and 
undignified partnership. For this reason it is to be deplored that 
Sir Kingsley Wood curtly rejected the suggestion made by a Liberal 
M.P. to propose the liquidation of the bank. On none of the occasions 
on which the matter of the B.I.S. was raised in the House did the 
Chancellor deem it necessary even to deplore the circumstances 
which in his view necessitate the maintenance of this link with the 
enemy. It is high time some authoritative Government spokesman 
made it plain to the world that, while the Germans may consider it 
worth while to pay for the honour of association with Britain through 
the B.LS., this country, at any rate, is a little ashamed of itself for it. 
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SCOTLA N D: 


A Financial and Economic Survey 


Senate! 5 Besesnde — 
By the Earl of Rosebery 


(Regional Commissioner for Scotland) 


HE first thing in assessing the economic future for Scotland 

is to make sure that the errors committed in the past shall not 

be repeated, and that the damage inflicted by the mistakes 
should be rectified as far as possible. 

For the last twenty years industry has been steadily going south- 
ward into England, and there has been during the years preceding 
the war, and in fact during the earlier period of the war itself, not 
the slightest attempt by those representing Scotland, either in the 
Government or in either of the Houses of Parliament, to stop that 
flow. Moreover, the country itself appeared to be either ignorant of 
what was going on or indifferent to it. The situation is very different 
now, and the indifference has been replaced by indignation. Indigna- 
tion has been inflamed by the Ministry of Labour transferring large 
numbers of women from Scotland to England. This brought home 
to the population the fact that these women were being drafted 
ae because there was not war work for them in this country. 

Family ties are stronger in Scotland than they are in England, and 
the movement of young women away from Scotland was probably 
far more resented than it would have been in England. 

Now let me point out some of the harm that has been done. 
The Goschen Committee many years ago laid down that Scotland 
was entitled to the proportion of eleven-eightieths of any Gove mment 
grant. It seems reasonable to apply this standard to other things. 
Yet in evidence tendered to the Royal Commission on the Pres 
ical distribution of the industrial population it was shown that 
between the years 1932 and 1936 only ro2 new industries were 
started in Scotland out a the 12,600 that were started in the United 
Kingdom. The result was that in the three years 1936, 1937 and 1938 
unemployment in Scotland was never less than 14 per cent. of the 
insured population, and at one time was over 20 per cent., while the 
highest figure for the United Kingdom was 14.4 per cent. Every 
month Scotland showed from 3 per cent. to 6 per cent. worse figures 

than the United Kingdom. 

This freezing out of Scotland from new industries did not stop 
in the 3 years 's of which I have been writing. Practically all the shadow 
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factories built by the Government in preparation for and during the 
commencement of the present war have been built south of the 
Tweed. | Inemploy ment in Scotland is largely restricted now to the 
unemployable, but that is because so many Scots have been sent 
south to work in these factories. This means that if nothing is done 
to help start new industries in Scotland unemployment in that 
country in the future will be as bad as it was after the last war. 

So much for the errors of the past. Let us turn to the more hopefu! 
side: the possibilities for the future. We have now as Secretary 
of State for Scotland Mr. Thomas Johnston. This gentleman has 
all his life worked for what he considered to be the best interests of 
his country. I am not going in this article to enter into the thorny 
questions of politics; but there is no one in Scotland, whatever 
his political views may be, who doubts the sincerity of purpose and 
honesty of conviction possessed by Mr. Johnston. It is not too much 
to say that he has at the present moment the trust and confidence 
of practically everyone in the country who knows he will do what 
he can to improve the employment, trade and prosperity of his 
native land. 

Now let us see what he is doing. First of all he set up a Scottish 
Council of rnrtagoecavespeioen of State for Scotland, of whom there are 
five, to go into post-war problems. The first thing this Body did 
was to set up a Committee on Waterpower under Lord Cooper, the 
Lord Justice Clerk. This went into the practicability and desira bility 
of the development and use of waterpower resources in Scotland for 
the generation of electricity. We have, as is well known, enormous 
possibilities for developing these resources, and as soon as this 1s 
done factories can be set up in districts where this was previously 


in possib le. There will then be great inducements for the increase 
of all kinds of in dustry vy. One of the chief assets of Scotland is its 
beauty and its popularity as a holiday resort for people from all 
over the world. There aaa been a certain amount of apprehensio on 


that the development of electricity and industrial projects may hay 
a deleterious eliect on the beauty and amenities of the se 
| do not think there is any foundation for this fear, because there 
should be plenty of room for everything. The Report of this 
Committee is already in the hands of the Secretary of State but has 
not yet been made public. 

One of the great industries of Scotland is the herring industry. 
lor various reasons this has not been exploited of late as it should 


have been. The Scottish Advisory Council has appointed a Committee 


under Colonel Colville to review and report on that, and I have 
little doubt that after the war we shall see an enormous development 
in the export herring trade, particularly to Russia and other northern 
countries. 

In February of this year, at a large meeting representative of all 
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Local Authorities, Trade Unions, Banks and other businesses, the 
Secretary of State set up an Industrial Council for Scotland. This 
Council is to safeguard future development and endeavour to secure 
the establishment of new industrial enterprises which may be likely 
to continue after the war, so that we should not find ourselves in 
the situation we did after the last war that when armament industries 
stopped we had nothing to fall back upon. Mr. W. Y. Darling, 
the Lord Provost of Edinburgh, has been made Chairman of this 
Council, and Sir Steven Bilsland Deputy Chairman. The Council 
with Emergency and Executive Committees has set to work at once 
and to my certain knowledge has already made considerable ‘ay oTeSss. 
Another Committee has been appointed by the Council of Ex-Secre- 
taries of State on post-war problems, and that is to go into the 
question of Land Settlement schemes and to advise what changes 
in the system of tenure or other existing methods of land settlement 
are desirable. This Committee is of the utmost importance. 

fhe housing situation in Scotland has been bad for a long time. 
In England the problem had been almost solved by 1939, but here 
we have lag al sadly behind. This has been recognized and 
Mr. Johnston has recently considerably strengthened the Scottish 
Housing Advisory Committee who are being asked to review the 
future housing policy with a view to building a minimum of 40,000 
houses a year. 

We have in our legislation, in our systems of local government 
and particularly in our land problems, completely di ferent systems 
and outlooks from those existing in England. The past has shown 
that it is-quite impossible to get comp ete equity when the same 
regulations are n nade for both countries. This I am glad to see is 
being recognized in the south, as I notice now quite a number of 
Orders emating from Whitehall alee with “ This does not apply 
to Scotland.”” As I have said earlier in the article I am not going 
to touch on the thorny questions of politics, Scottish Home Rule 
and the like ; but I must say this, the war has brought ce to the 
peo] le of Scotland as a whole the disadvantages of what has been 
called “‘ long distance bureaucracy’: and | fancy that not only in 
Scotland but also in England the great difference in conditions 
between the two countries is being realised more tl r, 

[ have endeavoured to point out the errors of the past and the 
methods which are now being taken to remedy these errors and 
build up for the future. Now let me in one last word point « out that 
besides all this there is a great hope for increased prosperity in 
Scotland in other ways. After the war there will be an enormous 

mount of reconstruction and commerce to be started in Northern 
Europe. Our position on the map, with aerodromes and the great 
port of Glasgow in the West to receive all that America can send over, 
and our ports of Leith, Dundee and Aberdeen in the East to transmit 
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these goods to those ravaged and desolate countries, to whom it is 
our duty to extend a helping hand, makes Scotl: ind an ideal place 
for the furtherance we such schemes. If the country is organized, 
and our Authorities continue to show that broad view and vision 
with which they have already commenced their task, I can see no 
country wherein I would prefer to establish a business or come to 
work with hope for the future, than Scotland. 


Scottish Industry and the War Effort 
By C. A. Oakley 


(University of Glasgow) 

URING the fifty years which preceded the First World War 

the fortunes of Scotland in general had been derived more and 

more from armaments— ships and guns and many of the other 
products of heavy engineering. After the war much of this pros- 
perity vanished, and although for a time there was a boom in 
mercantile shipbuilding the absence of Admiralty orders soon led 
toa slump. For the next two decades Scotland was a “ depressed 
area.’ Even in 1929 unemployment was giving rise to political 
controversy, but by 1931 there was general realization that the 
happy pre-war days had gone for ever. Thereafter several attempts 
were made to set up economic and other bodies whose chief function 
was to procure, with grim determination if necessary, new industries 
for Scotland. The most influential of these bodies were the Scottish 
Development Council, which organized inter alia the Empire Exhibi- 
tion of 1938, and the Scottish Economic Committee, which issued 
some particularly informative reports shortly before the war. 

At the beginning of the decade, in 1931, members of the Political 
Economy Staff of Glasgow University had made a survey of the 
industrial position of the West of Scotland. They showed that the 
need for a Scottish west coast port had not come until the opening up 
of the New World. Aberdeen, Edinburgh (Leith) and Dundee, all 
on the east coast, had been the ports of Scotland up to the eighteenth 
century, while Glasgow had stayed a small cathedral and academic 
town. Glasgow’s first commercial interests were with the American 
Colonies and the West Indies. By 1750 Glasgow and its associated 
towns, particularly Greenock, had created a very large trade, chiefly 
in tobacco and sugar, with the plantations across the Atlantic. That 
formed the first phase. It ended with the War of Independence 
with its resultant loss not only of business but also of investments. 
New interests with America grew, however, and in the first half of 
the nine te enth century a great cotton industry was built up, coim- 
parable in size to Lancashire’s but tending to concern itself more 
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with the finer fabrics. The American Civil War marked the end of 
this second phase and the decline of the Scottish cotton industry 
which began then has gone on since, perhaps only slowly but without 
check. Plant was allowed to become obsolescent and buildings fell 
into decay ; partly, however, because a new interest had been found. 
This was in shipbuilding, engineering and the heavy industries, 
which were thriving with demands for more and more armaments. 
The period, 1870, is significant, for it was then that the coming 
German threat was first discerned. This phase ended in rgrg. 

The Glasgow University survey pointed out that the wasting 
away of the older industries had been really inexcusable. The sur- 
vival of two of the largest tobacco houses, suggested that others 
threw their hands in too soon. The great Paisley thread mills of 
to-day, the Glasgow shirtings, which are said to have played a greater 
part in establishing Scotland’s reputation for quality on the Continent 
than any other commodity, and the Ayrshire muslins, all pointed to 
possibilities latent in the cotton industry during later Victorian days, 
when many firms were allowing their spindles and their looms to 
fall apart, through indifference to repair and maintenance. Further- 
more, the story of neglected opportunities is not confined to the last 
two centuries. Between 1g10 and 1930 the automobile industry, 
which had been pioneered in Scotland and in which no less than six 
large factories had been engaged, was lost, save for one important 
concern. The most encouraging section of the survey was, however, 
that in which attention was called to the undulations in the curve 
of Glasgow’s commercial prosperity and to the way in which, when- 
ever the district seemed faced with disaster, a new industry had 
sprung up to absorb the unemployed, to take over the empty factories 
and to provide fresh fields for enterprise. 

During the ‘thirties, keen eyes searched for the harbingers of this 
new industry and in the middle of the decade, when the war effort 
was begun and life returned to the armaments industries, many 
supposed that, in effect, the years between 1920 and 1935 could be 
wiped out and 1936 regarded as following on in natural sequence 
from 191g. In this they were probably mistaken, but nevertheless 
the precursor of what may later be found to be that new industry 
actually made its appearance at the time. The happenings of the 
last years of the ’thirties did, however, shape Scotland’s contribution 
to the war effort ; but at this point comment should be made on 
avoiding the error of supposing that, because the prosperity of 
scotland is closely linked with the prosperity of Glasgow, Scottish 
industry is of little account apart from the industry of Glasgow. The 
industries are located in a belt, 30 miles wide, the south boundary 
of which runs from Ayr to Edinburgh and the north boundary from 
Dumbarton to Montrose. This belt includes the five Scottish coal- 
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fields. Outside of it the only industrial districts are around Aberdeen, 
which, besides being an important port for white fish, has shipyards, 
paper mills, tweed and hosiery mills, engineering works and granite 
yards, and the south-east border towns, ” including Hawick, Selkirk, 
Galashiels, Peebles, Dumfries and Langholm, which are famous for 
their tweeds and hosiery. Inside the belt there are three large towns, 
Glasgow, Edinburgh and Dundee. The population of Greater 
Glasgow approaches two million and, as the Glasgow industrial 
district covers a wide district, the Scottish industrial ‘elt is heavily 
overweighted at its western end. In the centre of the belt is a small 
industrial district around Falkirk which includes the docks of 
Grangemouth. Industry is more evenly distributed at the eastern 
end of the belt. Edinburgh, to the south, is much the largest town, 
with a population of more than half a million, but Dundee, although 
sinaller, has more satellite industrial towns, including Perth and 
Arbroath. In between Dundee and Edinburgh ‘is a fairly highly 
industrialized county, Fife, which has no large towns, but includes 
Kirkcaldy, Dunfermline and Leven. 

The Scottish coalfields are located in Lanarkshire, on which 
Glasgow is situated ; Ayrshire, also in the Glasgow district ; Stirling- 
shire ; the Lothians surrounding Edinburgh ; and Fife. Excellent 
work has been done during the war in all of these fields to maintain 
the country’s fuel supply. So, too, in shipbuilding and in its many 
ancillary industries. Indeed, in many ways the Scot did actually 
take up where he left off in 1918, whether in the heavy industries, 
in engineering, in textiles, in farming, in fishing, in foodstuffs 
or, in that godsend to the export trade, distilling whisky. As the 
Minister of Information recently said to American journalists :‘‘ Go 
to the Clyde and listen to the hammers there, and see the people 
who are putting in nine, ten and eleven hours a day, who have not 
been very well rewarded under our economic system, and whose 
housing conditions are often very different from those in the United 
States.” 

But no one in Scotland could be content simply with carrying on 
as if nothing new had happened during the intervening twenty years, 
and from 1935 leaders of Scottish industry have striven to bring 
north the manufacturing of some of the more modern armaments. 
These efiorts have been reinforced during the present year by the 
Scottish Council on Industry, a body in whose appointment the 
Secretary of State for Scotland took the leading part. Unfortunately, 
Scottish caution was a handicap to those who tried to bring about 
these developments, particularly in 1938 and 193g. It was alleged 
that, where a Birmingham manufacturer might accept, say, an 
Air Ministry contract and then begin to think how he would carry it 
out, the Scottish manufacturer would first want to go into the whole 
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project very carefully, deliberate upon it and then, if he was satisfied 
that he could undertake it, ask the Ministry for assurances and 
guarantees. Further, it was said that in 1939, when some other 
districts had already begun to accept the inevitability of war and 
had set out on a policy of something akin to “ grab”’ in procuring 
new work, Scottish town councils and private organizations were 
still sending wordy memoranda to harassed Government officers, 
setting out the claims of their particular districts or factories for 
war work, but putting the onus on these officers of finding the work 
for them. To what extent this criticism is justified is debatable, 
especially as it has also been levelled against several other of the 
regions more distant from Whitehall. But, as Parliamentary dis- 
cussions have shown, the way in which the new war industries were 
distributed throughout Great Britain can scarcely be said to have 
been well planned. 

This discussion should not, however, convey the impression that 
the establishment of new war industries in Scotland has been on 
a meagre scale. Far from it ; and, while the requirements of secrecy 
prohibit an account of these new industries being given at the 
present time, they may be said to be much more extensive than is 
commonly realized. Particularly gratifying has been the success of 
some of the works associated with aircraft. Lor a good many years 
Glasgow has been given, along with other centres of heavy industry, 
such as Sheffield, Newcastle and Belfast, the reputation of being 
unsuited to mass production, precision light engineering. It was 
said that the tradesmen could not work to fine limits and that they 
were too individualistic to settle down in repetition work. The 
falseness of this estimation of Scottish adaptability was always 
evident to those who realized that light engineering, for instance, 
in manufacturing optical instruments, air conditioning plant and 
household articles such as sewing machines and wringers, had already 
been extensively developed on the Clyde. However, now that some 
of the new Scottish war production factories have been found by 
experience to be among the best in Great Britain, it is to be hoped 
that, when an account of Scotland’s contribution to the war effort 
is published after the Armistice, that story will disappear from 
currency. 

During the war, the contacts between Great Britain and the 
New World have become even closer than before. Such contacts 
have always been made through the Clyde ports, but in recent years 
extensive improvements have been made in the docking facilities. 
Scotland has played her part in the battle of the north-west 
approaches to Great Britain. It is common knowledge that com- 
munications with the United States are being made by other means 
as well as by sea transport and, going on the assumption that Great 
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Britain and the United States will be closely linked economically 
after this war, the eyes of the present-day Glaswegian are turned 
across the Atlantic as were those of his ancestors two hundred years ago. 

One aspect of the redistribution of industry taking place since the 
outbreak of the war has received little comment; but it is worth 
noting as, in some circumstances, it might prove to have had more 
than passing significance. An outstanding feature in the location 
of factories in Great britain during the two decades between the 
wars was the tendency for new industries to be concentrated in the 
London area. Since the war, a movement of factories away from 
London has been taking place. At first the object was dispersal. 
Several of these dispersal factories were located in Scotland, and are 
now engaged in a great variety of jobs, making such articles as toilet 
preparations, patent medicines, clothing, furniture, toys and food- 
stuffs. Already some of these branch factories have become main 
factories. The concentration of industry has tended to hasten this 
movement, particularly as, in view of the relatively smaller proportion 
of new war production placed in Scotland, the concentration of 
industry in Scotland, though severe, has been less severe than in 
England. A second stage has seen firms engaged in war work adopt 
a similar policy, and the list of firms in the South and Midlands of 
England which have established factories in Scotland during the 
last two years is impressive and long. These new factories, including 
converted factories, are well distributed throughout Scotland. The 
extent of this movement was indicated by the Secretary of State for 
Scotland at a meeting in Edinburgh on September 2, 1942, when 
he stated that in the seven months from January 1 to July 31, 1942, 
go new production units had been set up in Scotland, in addition 
to 22 new factories or extensions. It is agreed that the output of 
many of them has been very good, and this has tended to break down 
certain prejudices created in the past by the unhappy genius which 
Scotland, and Glasgow in particular, has shown for getting bad 
publicity in the press. Now, however, it is realized that, while 
Scottish labour may take longer to settle down on a new job than 
[-nglish, and may be more disposed to argue about principles, it may 
be depended upon in the long run to turn out no less efficient a job. 

To some, the concern being shown in Scotland about what is 
going to happen after the war seems to be in rather poor taste and 
to indicate a focusing of attention on secondary issues rather than 
on the vital issue. but, although public agitation about the com- 
pulsory transfer of Scottish girls to the Midlands has been frowned 
upon officially as ill-informed and ill-advised, nevertheless its meaning 
should not be missed. The futility which characterized industrial 
development in Scotland during the ’twenties is not going to be 
repeated in the ‘forties. 





T 


in 
COL 
bot 
ser 
pre 
an¢ 








10] 





Scottish Local Government Finance in 
War-time 
By J. D. Imrie 


(City Chamberlain, Edinburgh) 


N the August, 1942, issue of Tre BANKER there appeared an 
interesting article on the finances of. Northern Ireland by the 
Rt. Hon. J. Milne Barbour, D.L., M.P., the Minister of Finance. 

In this article he showed how a large measure of self-government 
could be obtained while, at the same time, there could be preserved 
ae in the United Kingdom and in Northern Ireland common 
services with approximately common standards, coupled with the 
preservation of the integrity of the structure of imperial finance, 
and this not only so in peace-time, but even in war-time. 

That such achievements are possible is of the utmost interest 
to those Scots who—keeping in view the need for the development 
of a measure of Scottish autonomy not at the moment possible 
turn their minds from time to time to the relationship of Scotland 
with its larger and sister country of England. The example of 
Northern Ireland will be studied with care. The classific ation w hich 
resulted in “‘ Reserved’ taxation and that which is “ Transierred ”’ 
wil] forma valuable precedent, should the time come when Scotland 
may act somewhat more independently of the imperial organization. 
The Northern Ireland position, by comparison, gives point to the 
much greater integration of Scottish and English finances, for 
Scottish national revenues (income tax, excess profits tax, purchase 
tax, and indeed all revenues not imposed directly by local authorities) 
flow into the imperial exchequer. They are not kept separate ; 
no attempt is made to have a distinct accounting sy stem for the 
ie country and, broadly speaking, the standard of services 
provided is the same in Scotland as in England, w “ig theme are 
provided by the Ministries whose activities are common to Scotland 
and England alike, and whose sphere of influence is the United 
Kingdom as a whole. Such services as Unemployment Assistance 
come re ‘adily thy mind in this connection, and there are many others. 
It is sufficient, however, to make the point here that it is not possible 
to deal v ith Scottish finances from a purely national point of view 
In the meantime. 

ihe research required and the estimation necessary to divide the 
United Kingdom revenues between the two countries would impose 
too great a burden when the war effort must be the main concern 
of all who have their country’s interest at heart. An examination 
of the Scottish position in relation to the revenues and expenditure 
of the United Kingdom was, however, carried out in 1935. Ina 





_ THE BANKER 


102 





Government Return (Cmd. 5010) there is given (1) the amount 
contributed by (a) England and Wales and (4) Scotland to the 
revenues collected by the imperial officers ; (2) the expenditure on 
(a) English and Welsh and (6) Scottish services met out of local 
revenues ; (3) the balances of revenues contributed by (a) England 
and Wales and (b) Scotland—balances which are available for 
imperial expenditure. The last figures are interesting, because they 
bring out that, whereas England’s local expenditure is 474 per cent. 
of the total revenue contributed (leaving 52} per cent. as the balance 
available for impetial expenditure), Scotland’s local expenditure 
amounted to 71 per cent. of the total national revenues applicable 
to that country (leaving 29 per cent. as the balance available for 
imperial expenditure). 

No similar investigation has since taken place. Scottish local 
authority finance is, however, capable of review to some extent, 
and what follows is intended to give a broad survey of the war-time 
position. Local authorities in Scotland—reconstituted under an Act 
that was passed in 1929—provide considerable services, raise much 
revenue, and incur a great deal of expenditure. The services they 
provide are usually classified into two broad groups—(a) services 
which normally are maintained by means of Exchequer grants, 
along with the revenue raised by local rates ; and (b) services (such 
as Water, Gas, Transport and Electricity—the public utilities, in 
fact) whose revenues are largely composed of charges varying directly 
with the consumption of the commodity supplied. 

The services in the first class are many and varied ; they include 
Police, Lighting, Cleansing, Education, Public Health, Housing, 
Public Assistance. The bulk of the expenditure on the services 
mentioned is met partly by Government grant and partly by rates. 
The principal Government grants include the General Exchequer 
Contribution which, at the moment, amounts to {6,827,000 per 
annum, and which is divided amongst the local authorities in Scotland 
according to a somewhat intricate formula which purports to reflect 
the degree of ‘‘ need "’ inherent in each local authority area. This 
General Exchequer Contribution has as its statutory basis the Local 
Government (Scotland) Act, 1929, and is revisable at definite periods 
in order that it may be varied according to the burdens placed upon 
the local authorities. It was last revised in 1937, but has, however, 
been stabilized for the period of the war, and that formula which 
used to apply as between the local authorities of Scotland (counties 
and burghs) operates at the moment as it did immediately before the 
war, 1.e. the grants received by individual local authorities are really 
stabilized at the figure of 1939. Whether this is a reasonable position 
in view of the lengthening period of the war and the rise in the 
prosperity curve in many areas, is at the moment the subject of 
much thought. This General Exchequer Contribution, as the name 
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implies, is in aid of local authority expenditure in the Rating Depart- 
ments as a whole, i.e. it is not allocated for the require ments of any 
particular service. 

Other grants made from the imperial exchequer to Scottish local 
authorities are of the ad hoc variety, the most notable being the 
Education Grant. A detailed explanation of the provisions relating 
to this grant would be tedious, but—broadly speaking—the grant 
is a sum which is equivalent to 11/8oths of the total Education 
Grant paid to English local authorities , and is paid into an Education 
(Scotland) Fund. Out of the Fund grants to local authorities are 
made according to a formula based upon the numbers of teachers 
and scholars in each authority’s schools, and in which rate yield is 
brought in as a discounting factor. The total sum paid to local 
authorities in Scotland from the Education (Scotland) Fund 
according to the latest available returns—was {8,000,000. This 
grant has not been stabilized, but moves still in war-time directly 
with the sum paid to English local authorities. It is tending in an 
upward direction. The National Exchequer also comes to the aid 
of Scottish local authorities in meeting the expenditure on police. 
The sum which the National Exchequer pays is approximately 50 per 
cent. of the police expenditure, and the last available figures show 
that £1,327,556 was distributed in this connection. 

The three grants referred to constitute the bulk of the peace-time 
revenues receivable by Scottish local authorities from the National 
Exchequer. It is true that the Ministry of Transport makes certain 
grants to County Councils for expenditure upon roads; it is true 
that grants are still payable to local authorities in respect of unem- 
ployment works undertaken during the depression, and so on. 
But—broadly—the General Exchequer Contribution, the Education 
Grant, and the Police Grant are those of the greatest importance at 
the present time, if we are thinking of peace-time services. Since the 
war, however, local authorities: have had to extend their operations 
n many directions. The Civil Defence organization, for example, 
is in Scotland wholly—or almost wholly—a local authority concern ; 
and, in order that the service may be maintained in a high state of 
efficiency, the State has made grants of a substantial character, 
so substantial indeed that most local authorities do not seem to 
have to meet, out of local rates, more than from Io per cent. to 
15 per cent. of the total expe nditure they incur upon Civil Defence. 
In these circumstances it may be said that, so far as this aspect of 
war-time effort is concerned, local authority finances have not been 
deranged to any considerable extent. 

The —— * may be said when regard is had to the Emergency 
Hospital Service which is being operated in many instances by 
local authorities on behalf of the State. This service, supervised in 
Scotland by the Department of Health, has been made possible 
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because the Department has, so to speak, taken over the responsibility 
for financing many local authority hospitals which, however, the 
local authorities continue to manage. The whole of these Emergency 
Hospitals (so called) are used for casualties from H.M. Forces and 
for civilians when they become air raid casualties. To some extent 
the hospitals are being used (so long as they are available) to meet 
ordinary civilian casualties, but—in such instances—local authorities 
have to pay an agreed figure for the maintenance of these civilians, 
suffering as they may be from tuberculosis or some other disease. 
So far as the Emergency Hospital Scheme is concerned, local author- 
ities recover practically the whole of the costs which are involved 
in carrying on the Emergency Hospitals under their administration. 
Other services of a war-time character (such as Fuel Control and 
Food Control) are carried on almost wholly at the expense of the 
National Exchequer. 

Having regard to these facts it can be deduced that, in the 
allocation by the Exchequer of national revenues, nothing has been 
done to disturb the economic position of Scottish local authorities. 
The local authorities, too, have been favoured on the expenditure 
side because it has not been possible to do repairs and renewals to 
the same degree as formerly, while the black-out has made public 
lighting and the costs which follow it a thing of the past. The burden 
of restoration at the end of the war may be heavy, but the time is 
not yet. Again, the Fire Service which used to be maintained by 
Scottish local authorities has, during the war, been transferred to 
the State on terms not entirely unfavourable to those authorities 
who, while receiving the same services from the National Fire Service 
as they formerly did from the local organization, only contribute to 
the National Exchequer in respect of these services something like 
75 per cent. of pre-war costs. 

Without making a complete survey of the situation at the present 
time, it seems reasonable to conclude that—by and large—the 
National Exchequer seems to be meeting approximately 70 per cent. 
of the total rate-fund expenditure incurred by Scottish Jocal author- 
ities. This State assistance has been of the greatest value in main- 
taining the economic position of Scottish local authorities during 
the war, and such statistics as are available seem to bear this out. 
It has been possible to obtain some key figures for the four cities of 
Scotland—Edinburgh, Glasgow, Dundee and Aberdeen. While it 
is true that these figures are not applicable to Scottish local govern- 
ment as a whole, they nevertheless may be taken as being represen- 
tative of the experience of the country generally. The figures, then, 
indicate that the debt of those four authorities, which, amongst 
them, represent nearly half of the population of Scotland, was 
{82,000,000 in 1939, and had fallen by May, 1942, to just over 
£81,000,000. In a later analysis of the position of public utilities 
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some of the reasons for the fall in the debt level are given. 

The Rateable Value upon which Scottish local rates are levied, 
i.e. the valuation annually arrived at (as opposed to the quinquennial 
valuations which take place south of the border) was—for the cities 
noted—{£20,300,000 in 1938-39 and slightly exceeded that figure in 
1941-42. Stability was the characteristic factor and, when the actual 
local rates imposed per {1 of rateable value are considered, it is 
found that one city had maintained a consistently unchanged rate 
level during the war, while the other three show changes of no great 
significance. In writing of rate levels, it is worth while noting that 
the rates—making up as they do anything up to 50 per cent. of the 
total revenues of Scottish local authorities for services maintained 
out of rates and grants—are levied in Scotland each year upon the 
basis of rental value. They are, however, imposed not only upon 
occupiers, as is the case in England, but on owners as well. Many 
owners of Scottish property have long complained that this leads to 
a position where rates are paid upon rates, because the rents which 
they obtain ought to be sufficient to recoup them, amongst other 
charges, for the rates they pay upon the property they own, and 
rates are levied on the annual rental value. 

The key-note of stability, which was struck when dealing with the 
rating side of Scottish local government activities, must also be 
sounded for the Public Utility undertakings. Many of the Scottish 
local authorities operate electricity, gas, water and transport under- 
takings, and while—at the beginning of the war-—it was found 
necessary to adjust charges somewhat, it has not been found necessary 
to continue doing this. The Government policy of stabilizing the 
cost of living has been given effect to by Scottish local authorities 
so far as is possible in fixing charges for gas, electricity, water and 
transport. In two of the four cities for which figures have been 
obtained, no change has been registered since the outbreak of war 
in the charges made for electricity, while in the other two, changes 
have been in the downward direction. In gas, however, there have 
been—in every case—increases of from 1d. to 1!}d. per therm, while 
transport charges have shown, if anything, a tendency to a moderate 
increase. 

That these results have been obtained is to some extent due to 
the fact that these large undertakings have not been burdened with 
unremunerative capital expenditure in war-time, because Scottish 
local authorities—like those in England—have been, for capital 
expenditure and borrowing, very much under the control of the 
Treasury during the war: The result has been that only capital 
expenditure which could be directly connected with the war effort 
has been allowed to go on, and any borrowing which has been 
sanctioned to defray such expenditure has been of the most necessary 
character. Consequently, capital expenditure has gradually slowed 
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down, and—with the condition which all local authorities are obliged 
to adhere to (viz. of repaying so much of their debt each year)— 
not only has the debt position improved, as was already pointed out, 
but the local authorities have benefited from a Treasury policy 
which has had as its object the maintenance of a low rate of interest. 
Scottish local authorities borrowed, in pre-war years, mainly upon 
mortgages of short currency—three, five and seven years. They 
have, during the war, had the opportunity of renewing these at rates 
of interest lower than those prevailing before the war. They have 
had, too, opportunities to strengthen public utility undertaking 
reserves, and this, in turn, has led to local authorities participating 
in a substantial way in issues of the various Government war-time 
loans. This condition of affairs is satisfactory for two reasons. 

First of all, the basis upon which local authority finance rests is 
improved, because the security (i.e. the rateable value) has been 
shown to be, if anything, slightly higher than it was at the beginning 
of the war, while the burden of interest falling to be met, as well as 
the actual indebtedness, has decreased. The other point emerging 
is that the financial policy pursued by the most enlightened author- 
ities in Scotland will leave them in a position, so far as capital funds 
are concerned, to tackle immediately after the war important works 
which have meantime been deferred, with a degree of certainty which 
was not present at the close of the 1914-1918 struggle. 

In these circumstances, then, members of Scottish local authorities 
feel that—come the peace when it may—they are not, from the 
financial and economic point of view, unreasonably placed to meet 
the problems which accompany it. No doubt —like all other agencies 

-the local authorities will not be able to do everything in the 
immediate post-war years that they would like to. Regulation there 
must be. Only a gradual restoration of peace-time standards‘and 
conditions will be possible. Capital will be made available to local 
authorities (it is imagined) subject to Treasury sanctions, and these 
will no doubt be given having regard in the main to the national 
interest and not to purely local desire. There may be difficulties 
about this, because Scotland’s post-war construction programme 
must of necessity contain a very large appropriation of labour and 
materials for the erection of houses, and capital will be required to 
finance these. A purely housing programme—and this is largely 
a local authority matter—might not of itself be alarming, but it must 
be kept in view that the building of new houses means the creation 
of new towns and villages in places where they were not before. 
There follows from this the need for new schools, new libraries, new 
halls, new sewers, roads, transport arrangements, electricity, gas, 
water, and so on. In fact, all the communal services follow the 
inauguration of a housing programme. 

It is in the correlation of activity as a whole and the finding of 
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capital to meet that activity that most difficulty will be experienced 
after the war. Difficulties exist, however, to be overcome, and there 
is this at least to be said—that, given the continuance of existing 
conditions, Scottish local government finances at the end of this war 
will be in much better shape than at the end of the last. That this 
may be the position is satisfactory no doubt, and, if things do shape 
themselves as present circumstances seem to indicate, credit for the 
result must be given, not only to His Majesty’s Treasury for their 
wise direction of financial policy, but also to those who—seeing the 
need for a greater integration of local communal services—were 
responsible for the passing of the Local Government (Scotland) Act, 
1929. This Act of Parliament—having as its basic principle that of 
one local authority for each area, administering all communal 
services and financing these from one pool—has made possible the 
intelligent direction of local finance. 





Suni aan 
By S. dE. Colam, DS.O,, F.F.A,, F.C.LIL. 


N the past thirty or forty years the habit has been growing of 
[shinning of Scotland as though it were part of England. Scots- 

men resent this practice, which indeed has neither justification 
in fact nor excuse of any kind; for apart from marked differences 
between the two countries in topography, in architecture, in customs 
and in religion, the people of Scotland preserve to a remarkable 
degree an independence of outlook and an individuality of character 
which separates them quite clearly from their neigh bours, and this 
despite a general tendency in Britain towards cosmopolitanism 
under the influence of the trend of industry towards the south. 

In no department of industry is this independence more marked 
than in the business of insurance. Lest that seem somewhat of an 
overstatement, a comparison with Ireland may be recommended. 
To both countries insurance was introduced by the agents of English 
companies. But whereas in Scotland this had the immediate effect 
of stirring up the people to form insurance companies of their own, 
to gain the benefit of a new industry for their country and to stem, 
as far as possible, the drain of money to England in the form of 
premiums, in Ireland there was no such reaction. 

This movement began in the early days of the nineteenth century 
One can trace it in the dates on which many of the existing Scottish 
offices were founded: The Caledonian, 1805; North British and 
Mercantile, 1809; Scottish Widows, 1815; Scottish Union and 
National, 1824 ; Standard, 1825 ; Scottish Amicable, 1826 ; Scottish 
Equitable, 1831 ; Northern, 1836. Here one sees the beginnings of 
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a great and successful industry, begotten of “ foreign ”’ competition 
and founded not with the intention of doing business only in Scotland 
but, so to speak, to carry the war into the enemy’s country seeking 
business in all parts of Britain. 

Since then, British insurance has extended its operations to most 
parts of the globe and Scottish offices have in this been well to the 
fore. But this widening in scope of operations has not weakened 
Scottish independence, and to-day, though working in great harmony 
with their opposite numbers in the south, Scottish offices maintain 
their own central association to look after matters of common 
interest, instead of allowing such matters to be handled by one 
central association for the whole country, an arrangement in which 
they could consistently be outvoted. Scottish actuaries have their 
own national body in the Faculty of Actuaries in Scotland, though 
most of them are also members of the sister English Institute. 
These differences are very real and actions taken in the north do 
not always agree with those taken in the south. For the country as 
a whole this is all to the good. It encourages progress by discouraging 
the idea that there can be only one way of looking at and dealing 
with problems. 

It would be interesting to search back over old records, attempting 
to discover all the Scottish companies which had been formed and 
tracing what had become of them, but it would by no means be easy. 
Amalgamations and absorptions have brought about very many 
changes, and to-day interests are so interwoven that it is sometimes 
difficult to decide whether a company should be classified as pre- 
serving a separate identity, or whether it should be shown as part 
of a parent office. Where one is concerned with Scottish insurance 
this is the more disconcerting since some Scottish offices have been 
amalgamated with, or are controlled by English offices, while on 
the other hand some English offices have been amalgama ted to and 
are controlled by Scottish offices. Somewhat broadly speaking, 
however, there are now between thirty and forty Scottish insurance 
offices. Some thirteen to sixteen of them are active in rather 
restricted fields, having been forme ‘d either to assist particular 
trades or areas. As examples may’ be mentioned the Scottish 
Boatowners Mutual Insurance Association, established in the north 
of the country in 1919; the South of Scotland Woollen Manu- 
facturers Mutual ‘Insurance Company, registered in 1898 with its 
head office in Hawick in the Border country ; and the Ayrshire 
Employers’ Mutual Insurance Association. 

Apart from these, eight offices confine themselves actually or to 
all intents and purposes to life assurance, competing successfully 
with English offices in all parts of Britain. Five of these are 
‘“ mutuals,” in which all distributable profit is given to policyholders. 
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Three are proprietary companies, in which a small part of the 
distributable profits goes to shareholders. The mutuals are: The 
Scottish Amicable Life Assurance Society ; Scottish Equitable Life 
Assurance Society ; Scottish Provident Institution ; Scottish Widows 
Fund and Life Assurance Society, and the Standard Life Assurance 
Company, the last-named having started life as a proprietary and 
subsequently mutualized itself. The proprietaries are: The Life 
Association of Scotland; Scottish Life Assurance Company, and 
Scottish Temperance and General Assurance Company. In addition, 
there is one office, The Scottish Legal L ife Assurance Society, which 
devotes itself entirely to ‘‘ Industrial’ life assurance. On the face 
of it, one might expect that the “ mutuals ’”’ should do better for 
their policyholders than the “ proprietaries,” but records over a 
long period of years show that it is not possible to draw this line of 
distinction. Both have done excellently for their policyholders, 
distributing splendid bonuses in addition to meeting all their con- 
tractual obligations. 

Then there are eleven “ composite ’’ offices, writing insurance 
business of all kinds, though not always touching life assurance : 
the Dominion Insurance Company ; Edinburgh Assurance Company 
(affiliated with the Commercial Union) ; General Accident Fire and 
Life Assurance Corporation ; North British and Mercantile Insurance 
Company ; Northern Assurance Company ; Royal Scottish Insurance 
Company (affiliated with the Northern) ; Scottish General Insurance 
Company (controlled by the General Accident) ; Scottish Insurance 
Corporation (owned in part by the Scottish Amicable and in part 
by the Scottish Equitable) ; Scottish Union and National Insurance 
Company ; Century (affiliated with the Friends Provident) ; and 
the Scottish Boiler and General Insurance Company (allied to the 
Yorkshire). 

Finally there is the National Guarantee and Suretyship Associa- 
tion, a highly specialized concern which since 1863 has been supplying 
the needs of employers who desire to guarantee the honesty of 
employees, providing the security demanded by law from persons 
appointed executors and administrators, trustees in bankruptcy and 
the like, and the indemnities which so often are needed to complete 
titles to properties—a form of business, one would think, which will 
be in increased demand as the result of destruction of documents 
in air raids. This office is now affiliated with the Northern. 

Size in insurance may be measured in two ways: by the amount 
of funds accumulated to guarantee contracts, and by the annual 
income collected in premiums. The former is especially applicable 
to life assurance. The accumulated funds of Scottish offices in round 
figures now total {250,000,000 and the annual premium income is 
about £25,000,000. These figures are the more impressive when it 
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is remembered that the result has been achieved in little more than 
a century and that the early years of that period were disturbed by 
the Napoleonic wars. The year in which the North British and 
Mercantile was founded, indeed, saw Napoleon at the height of his 
power. Virtually the whole of continental Europe lay prostrate at 
his feet ; home affairs, in consequence, were in much disorder, the 
price of the four-pound loaf being fixed at 1s. 6d. in Edinburgh, 
which, if translated into modern currency values would suggest a 
very alarming situation. Scottish insurance, therefore, began its 
career in anything but favourable circumstances, yet it has achieved 
wonderful success. 

Where the business transacted by the various offices is so similar 
and the offices display such a uniform financial excellence, it is 
virtually impossible to comment interestingly on individual concerns. 
Mention has, however, already been made of the National Guarantee 
as operating in a specialized field, and attention must also be drawn 
to the Century, which was the first office in the world to write 
sickness insurance on a “ permanent ”’ basis, that is, under a contract 
which cannot be cancelled by the office in event of experience with 
the policyholder proving unsatisfactory. It may be said that the 
Century is one of the few offices in the world which has been able 
to handle such business with success. Mention must also be made 
of the General Accident Fire and Life Assurance Corporation, whose 
head office is in Perth, for its development has been astonishingly 
rapid and consistently successful. Founded as recently as 1885, it 
is now an immense concern operating in all branches of insurance 
and in most parts of the globe. Amongst life offices, the Scottish 
Provident Institution has a distinctive system of bonus for certain 
classes of its policyholders, under which profits earned are retained 
and accumulated for the benefit only of those policyholders who live 
until their premiums accumulated at compound interest equal the 
sums assured ; and the Scottish Temperance gives special terms to 
abstainers from alcohol. 

Perhaps in the special circumstances of the day one may be 
excused if in conclusion a brief glance is taken at the value ot life 
offices to the nation measured only in their contributions to the 
war chest. Many folks these days, including apparently the Chan- 
cellor of the Exchequer himself, seem sometimes to lose sight of 
this. Virtually all ‘‘new money ”’ collected by life offices, that is 
income over and above what is required to meet annual outgo, is 
now invested in new Government securities. It is computed that 
since the outbreak of hostilities {194,000,000 has been subscribed 
by insurance companies to new war loans in the United Kingdom. 
This contribution can only be maintained if companies are not too 
severely hampered in their efforts to “ carry on.”’ 
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Scottish Banking in 1941/42 
By M. McK. Turnbull 


(Charles Bruce Lecturer in Banking in Edinburgh University) 


HE balance sheets published by the eight Scottish banks during 
the third year of the war reflect the fundamental strength of 
the system that provides Scotland with its banking facilities. 
Services to the public have been maintained practically unimpaired, 
so far,in spite of heavy depletion of staffs through the calling-up of 
men and women ; and this has been done in the face of countless 
complications caused by the numerous controlling orders that are 
concomitants of the total war effort we are striving to make. 

When one regards the long and distinguished record of Scottish 
banking, it seems curious that the published data regarding its 
operations should be scanty and ill-co-ordinated. But so it is. 
Figures relating to the note issues are published monthly in accord- 
ance with statutory requirements ; for the rest one has to rely on 
the annual reports of the eight banks, which straggle over six months 
from October to April (the precise dates are given in Table I of the 
accompanying statistics). The earlier balance sheets are concerned 
with a period when prudent souls are building up bank balances to 
meet taxes that fall due on January 1; those issued later are made 
up when deposits have been depleted, in greater or less degree, by 
the ravages of the tax gatherers. Moreover, some of the banks group 
cash and call money together. 


At all times, such anomalies tend to invalidate comparison with 
the figures published by the London clearing banks. On this occasion 
they have been aggravated by the timing of the issue of Tax Reserve 
Certificates, which began on December 23, 1941. The deflation of 
credit that usually takes place in the earlier months of the year was 
greatly intensified in 1942 by the issue of these new Certificates 
which are of a nature calculated to affect the ebb and flow of credit 
throughout the country. In the past, funds representing tax liabili- 
ties have accumulated in the banks from April to December and were 
transferred to the Exchequer in the revenue quarter. Henceforth, 
a substantial part of them should tlow into the Treasury throughout 
the year in exchange for tax certificates. 

In the light of these qualifications, let us consider the tables of 
Statistics that appear on adjoining pages. It has been computed 
by another writer that the London clearing bank figures for November 
are approximately equivalent to a weighted average of the Scottish 
bank figures made up between October and April. That basis will 
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be adopted wherever such comparison is attempted in the observa- 
tions that follow. Undue importance should not be attributed to 
such comparisons, however, for Scotland had developed its own 
technique long before England had a joint stock banking system, 
and it has adjusted its methods as the need arose. 


Liabilities 

The data on Table I reveal considerable expansion except in 
Capital and Reserves and we can begin our survey by examining the 
figures by groups. Capital and Reserves have not changed in the 
past year so far as the published figures go. Owing to expansion of 
deposits, however, they represent only 8.6 per cent. of deposits as 
against nearly 10 per cent. in the preceding year. The relative 
percentages were 4.4 per cent. and 5} per cent. respectively for the 
London clearing banks which, however, do not have note issues. 
Deposits expanded from £364 millions to £417 millions, approxi- 
mately 14.5 per cent. ; the relative figures for the London clearing 
banks were £2,702 millions, £3,208 millions and 18.7 per cent. These 
increases are far greater than in the preceding two years and they 
are undoubtedly a backwash from the enormous increase of Govern- 
ment spending, a residue of which flows into the banks for safe 
custody until the owners of the funds (the depositors) require their 
money. The variation in progress as between the eight banks is 
affected by the incidence of tax collections to which reference has 
already been made. Notes in Circulation increased from £30 millions 
to £38 millions, a rise of nearly 27 per cent. This compares with an 
increase of some 22 per cent. in Bank of England notes in circulation 
(less notes in Banking Department) for the twelve months ending 
November, 1941. In considering this group many factors should be 
taken into account ; one of them is that only {2,676,350 is authorised 
issue, the remainder is covered by coin in till or by Bank of England 
notes in till or deposited with the Bank of England in accordance 
with the terms of the Act to regulate the Issue of Bank Notes in 
Scotland, July 21, 1845, as amended by the Currency and Bank 
Notes Act, 1928. Acceptances and Drafts have increased to £20 
millions, which restores the figure to near the level of 1938. 


Liquidity 

Table II embraces the assets that, in varying degrees, fall into 
the “liquid” category. As explained above, some of the Scottish 
banks group call money with cash, so that comparison with the 
cash ratio of the London clearing banks is hardly possible. This 
may not be a disadvantage, as it is coming to be realised that the 
significance of the.cash ratio is not as great as has sometimes been 
claimed. Some comparisons on broader lines are not impossible and 
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percentages to facilitate them are set out at the foot of Table II. 
Cash and Call Money taken together represent some 27 per cent. of 
deposits. This figure does not take into account the liability for 
notes in circulation ; even taking notes into consideration, however, 
it is a very liberal provision towards ensuring that depositors will 
be able to get their money whenever it is duly demanded. Discounts 
are a negligible percentage of deposits. Tveasury Deposit Receipts 
held by the Scottish banks represent less than 10 per cent. of deposits, 
which is hardly half the relative percentage held by the London 
clearing banks. There may be many reasons to account for this 
disparity ; for example, three of the Scottish banks close their 
accounts in the early months of the calendar year when the Treasury 
is paying off floating debt with the proceeds of tax collections. The 
degree of liquidity of Treasury Deposit Receipts is a nice point for 
the London clearing banks with their century-old tradition against 
rediscounting. Jotal Liguid Assets of the Scottish banks represent 
38 per cent. of deposits. In the London clearing banks the percentage 
is 42 per cent., which compares with a 30 per cent. basis that was 
tacitly approved before the advent of Treasury Deposit Receipts. 


Earning Assets 


Now we come to the earning assets: vide Table III. Advances, 
at {89 millions, are roughly 21 per cent. of deposits in the Scottish 
banks, as against 25 per cent. in the London clearing banks. These 
figures reflect a woeful declension from the 50 per cent. that was 


TABLE Il 


ScoTTISH BANKS’ EARNING ASSETS 





Investments Advances Total 
Banks 1938 1940 1941 1938 1940 1941 1938 1940 I941 
fm. {m. {m. {m. {m. {m. {mm {m. fm. 
Bank of Scotland. . 25.7 29.3. 32-4 9.9 9.6 9.3 35.4 30.6 42.5 
*Royal aa oe 30.0 31.1 36.6 28.4 26.9 24.7 58.4 58.0 61.3 
+British Linen .s @8.3 22.0 2.§ 10:5. 9:8 5.2 38:50 3t.0 34.7 
Commercial ci 25:9 30.5 37:9 13.5 31.4 10:0 42.4 42:9 47.9 
National .. ee 38:6 20.8 32.5 22:3 33.2. 6:9 30.9 32:0. 47.0 
Union as i 20.0. 20.4 24:2 10:5 9:0.11.1 30.5 30.3%. 34.3 
Clydesdale 19.4 20:2 27.2 3.3 81:4 0.4 32-5 34.0 30.6 
North of Scotland | 20:5 36.6 19:7 7.4 7:4 6.9 27.9 24.2 26:6 
TOTAL ne 184-4 I9I.0 235.6 105.2 96.9 &9.3 289.6 287.9 324.9 
Per cent. of Deposits : o A A o % A ys" if 5A 
Scottish Banks .. 56.5 52.5 56.4. 32.4 26.5 21.4 88.9 79.0 77.8 
Clearing Banks .. 20.5 27-5 32.2 42.3 34.2 25.2 70.0 66.7 $0.3 
* Excluding Affiliates, £3.1 Mn. 1938 and {5.9 Mn. 1940 and 1941. 


t Includes Discounts under Advances. 
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formerly regarded as a wholesome level. It is in this category that 
our banks have felt most acutely the effects of war controls, coming 
on top of the cheap money policy initiated by the Treasury in 1932. 
Advances to good borrowers are the most satisfactory of a bank’s 
earning assets. Unhappily the demand for them is unlikely to 
increase much in the conditions now prevailing, for the Government 
is financing an ever-increasing part of the activities of the communitys 
Investments, at £236 millions, represent some 56 per cent. of Scottish 
bank deposits. Compared with the preceding year the increase is 
no more than 4 per cent., but the figure is enormously higher than 
the level aimed at in former days. Ina period of expanding deposit. 
and shrinking advances the banks have little option but to put their 
surplus funds into gilt-edged securities after they have made adequate 
provision for liquidity. 


Profits 


Table IV provides data regarding profits and their distribution. 
The changes are so slight as hardly to call for comment. The profits 
of some of the banks are a little up and some are a little down ; 


TABLE IV 
ScoTTisH BANK EARNINGS AND APPROPRIATIONS 


Paid on 
Profit t Reserves and C.F. Equity % 

1938 1940 194! 1935 1940 I941 1938 =e r94t 

{’ooo f{'o00 f£ 000 {ooo f£ '000 £ ’000 iA / fe ; 

rank ¢ ttland 384.8 366.1 364.6 96.8 102.1 100.7 12 IL II 
Royal .. »« 9790.0 540.4 6552.7 147.4 123.9 130.3 17 17 I7 
British Linen . 332.7 310.7 304.3 131.7 116.7 104.3 Ib 16 16 
Commercial -- 471.9 457.7 454.5 I4I.9 145.2 142.0 Ih 15 5 
National .. 346.5 362.7 360.3 150.5 166.7 164.2 io «616 6rb 
Union .. -. 310.4 298.5 304.4 94.4 82.5 88.4 15 18 13 
Clydesdale s» 336.9 310.% 325.0 108.9 102.1 107.9 16 16 16 
North of Scotland 242.1 215.3 215.1 59.5 32.7 32.6 Io 16 16 

rAL «+ 9104.3 3173.5 3I7t.5 931.1 871.9 870.4 
t Including tax on dividends. 


Collectively they are lower to a negligible extent. The same remarks 
cover the appropriations. Dividends were exactly the same as in 
the preceding year. 


* * * 


The expansion of deposits in the Scottish banks has been con- 
siderable, but it would appear to have been on a smaller scale than 
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in the London clearing banks. On the other hand, the shrinkage 
in advances to customers by the Scottish banks seems to have been 
more pronounced than the London clearing banks have experienced. 
It would be impossible to set out all the reasons underlying this 
scissors movement, but publicity has been given to certain dev elop- 
ments that have undoubtedly had a bearing on it. 


Until recently there was a good deal of comment in the Press 
about the transfer of Scottish workers to the South. It was argued 
that proportionately Scotland was getting fewer orders than was 
justified by her capacity in plant and skill and man-power. If 
England received a relatively greater share of war contracts than 
Scotland, it was wellnigh inevitable that English bank deposits 
should expand in relatively greater proportion. ‘The converse, of 
course, applies to advances. A factory in production frequently 
needs seasonal credits, but not when operations are stopped and the 
premises are being used for storage. 

A few other matters of public interest deserve mention in a 
review of this nature. Mr. J. B. Crawford succeeded Mr. J. W. 
Macfarlane as Treasurer of the Bank of Scotland at the end of May, 
1942. Mr. J. A. Morrison, M.C., was appointed Assistant General 
Manager of the Union Bank of Scotland, Ltd., in December, 1941. 
The Institute of Bankers in Scotland (founded in 1875, the first such 
institute to be set up) continues to hold yearly examinations in 
March at various centres up and down the country. Even in war- 
time, the number of candidates presenting themselves is in the 
region of 1,000. The Institute has also co-operated with the Army 
Educational Authorities in providing courses of study on Scottish 
banking for men in the services. Its crowning effort has been on 
behalf of Prisoners of War with the help and co-operation of the 
Red Cross Authorities. Not only have numerous courses of study 
been despatched to the different camps, but it has arranged for 
examinations to be held in them. Papers have already come in 
from Oflag VI B, a camp which has since been dissolved. Twenty- 
one papers written by five candidates were received and the standard 
of the work was very high, only one paper failing to reach the pass 
mark. 

It is apt to be forgotten that joint stock banking had been in 
operation in Scotland for more than a century before the English 
joint stock system was initiated following the Act of Parliament of 
1826. Indeed, the majority of banks throughout the British Empire 
were framed on the Scottish model. Our survey reveals that Scottish 
banking is adapting itself to changing conditions as it has done for 
more than two centuries. 
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Scottish Agriculture and Fishing 
By C. J. Shimmins 


HE difficulties of the Scottish farmer are immeasurably greater 

than those of his contemporary across the border, due mainly 

to the vagaries of the Scottish climate. In addition, it must 
be remembered that before the war more than half the total area of 
Scotland consisted of “‘ rough grazings.’’ One quarter was under 
crops and grass, and the remaining quarter consisted of deer forests, 
woodlands, cities, towns, railways, roads and so on. Taking the 
pre-war figures for Great Britain as a whole, one-third of the country 
can be classed as “‘ rough grazings,’ including deer forests, while 
for Scotland the proportion of this agriculturally sub-marginal land 
is almost two-thirds of the country. When war commenced, Scotland 
had fewer acres under the plough than at any time since agricultural 
returns were first published three-quarters of a century ago. This 
year, many more than the lost acres have been recovered, and the 
area under crops is the highest in Scotland since 1870. The acreage 
under wheat was considerably increased as a result of the subsidies 
granted from 1932 onwards, but even so, Scotland accounted for 
only one-thirteenth of the total acreage of the United Kingdom. 
This may be contrasted with the case of oats—-a cereal which the 
Secretary of State is endeavouring to popularize —of which Scotland 
produced more than one-third of the United Kingdom total. The 
Scottish crop of potatoes, another important product, especially in 
war-time, accounted for fully one-fifth of the United Kingdom 
production. 


The increased arable acreage has been encouraged by the Depart- 
ment of Agriculture for Scotland in many ways, such as the increased 
use of tractors and binders. The number of machines owned and 
staffed by the Department during the recent harvest reached over 
1,100 tractors and goo binders. Other methods have been land 
reclamation schemes and bracken cutting schemes. It is estimated 
that an area of almost 20,000 acres will be cut by the end of this 
year under various Government grants, and by machines owned 
and operated by the Department of Agriculture. 


The close dependence of the Scottish banks on the fortunes of 
the agricultural industry is well known, and the present war-time 
prosperity of the ve rp has in no small measure contributed to 
the steadily increased deposits of the Scottish banks. On the other 
hand, the ibranes s of the Scottish banks to the industry have been 
progressively decreasing, as the following statistics relating to the 
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eight Scottish banks clearly show :— 
ADVANCES OF SCOTTISH BANKS 


To Live Stock As % of 
To Farmers Salesmen Total 1938 
May 28 £ £ £ 

1938 a -- 7,547,503 423,689 7,971,192 100 
1939 ia .. 8,215,440 440,963 8 656,403 109 
1940 ie ~« 9,340,330 357,866 7,698,204 97 
1941 wa .. 6,023,037 162,969 6,186,006 78 
1942 5,459,895 180,036 5,639,931 71 


Since 1939 advances have fallen by roughly £3,000,000 in 
successive yearly steps of one million, one and a half million, and 
half a million pounds. The same trend is evident in the long-term 
advances of the Scottish Agricultural Securities Corporation, Ltd., 
formed under the Agricultural Credits (Scotland) Act, 1929, and on 
which several of the Scottish banks are represented. From {68,605 
in 1939, the Corporation’s advances declined to {41,044 in 1940 and 
no more than £33,360 in 1941. 

For security reasons it is impossible to discuss the present output 
of the fishing industry and the numbers and classification of units 
operating, but it is well known that the total amount of fish landed 
in this country is now much below the pre-war quantities. The 
Ministry of Food scheme for the distribution of white fish from the 
port of landing to the individual fishmonger and fish frier was 
recently introduced and is of considerable importance to the Scottish 
section of the industry. The objects of the scheme were two-fold : 
first, economy in road and rail ‘transport, and secondly the more 
even distribution of available fish supplies throughout the country. 
The scheme does not, as yet, affect the herring industry. The 
functions of the Herring Industry Board, set up in 1935 inter alia 
to make grants available to assist in the purchase of nets and gear, 
and the reconditioning of steam drifters, have been curtailed by an 
Order in Council dated November 23, 1939. The amounts lent by 
the Board during the years 1935/39 for the purchase of nets and 
gear amount to {110,146 and for reconditioning to £11,622, and the 
balances outstanding on March 31 last amount to some £10,450. 

In both industries, Committees have been set up to prepare for 
the post-war era. In agriculture, there is the “‘ Hill Sheep Enquiry ”’ 
under the Chairmanship of Lord Balfour of Burleigh, and the 

‘Scottish Land Settlement Committee ’’ appointed by the Secretary 
of State for Scotland. On the recommendation of the Scottish 
Advisory Council on Post-War Problems, the Secretary of State for 
Scotland has appointed a Committee to review the position of the 
herring industry and the problems which are likely to arise after 
the war. Judging the latter industry on the pre-war position, 
there appears to be considerable scope for drastic rationalization. 
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The Balance of Fighting Power 
A Comparison of War Expenditures 
By Ernest H. Stern 


O Napoleon I is attributed the wisdom that “‘ Providence is 
always on the side of the last reserve.’’ After the collapse of 
Western Europe, the balance of reserves was so overwhelmingly 
in favour of the enemy that the strategy of the United Nations 
could have been no other than to manceuvre for time and opportunity 
to rectify the balance. Undoubtedly these efforts have gained strong 
momentum ; the achievements of this country especially are sy biats 
to be very great indeed. But are our combined achievements grea 
enough? The enemy had a long start, and by his conquests wr 
ruthless exploitations has greatly added to his war potential. How 
do the totals of equipment and training on both sides compare with 
each other now and how do the scales of the balance move ? From 
time to time fragments of facts are put on show. We are told, 
though not unequivocally, that in the third quarter of 1942 British 
and American production of military aircraft had exceeded by one- 
fourth the combined output of such aircraft of Germany, Italy, 
Japan and all their vassals and countries under their control. At 
other times we are assured that this country is producing ” times 
as many guns of various calibre as 18 months or 36 months ago. 
The Americans announce that by the end of 1942 they will have 
44 million men (and women) under arms or at least in uniforms. We 
could hardly get a full picture by sticking the fragments together, 
even if we had more of them and in neater shapes. Aircraft, guns, 
tanks and lorries cannot be added to each other to make a sum total. 
On the other hand, the total war expenditure of most of the 
belligerents is known and where unknown can be estimated without 
very great inaccuracy for the whole period from the beginning of the 
war preparations immediately after the coming into power of the 
Nazis. If we were able to convert the money “thus expended into 
units of composite equipment and training, we would have gained a 
rough measure of the total economic effort of either side and thus 
opened an approach to appraising the balance of reserves. The gross 
total obtained would require adjustment for losses sustained, material 
rendered obsolete, equipment in transit or locked up in “ minimum ”’ 
reserves. 
The table opposite reflects the gross economic effort as it is 
expressed in the war expenditure. To this end the expenditure in 
national currency has been converted into £ sterling by estimates 
of the amounts of dollars, marks or whatever other curr ency, required 
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to produce equipment that has been produced at the cost of £1. 
Moreover, in order to make the actual expenditure comparable in 
terms of military equipment or training, the annual outlay has to be 
adjusted for the rise of costs during the 10 years’ period under 
review. Germany, for instance, spent a larger proportion than the 


Gross WAR EXPENDITURE OF BELLIGERENTS, CONVERTED INTO COSTS OF 1942 
IN {£ (STERLING) 


Eight 1942 To lo To 
Years, ist 2nd Spring, Autumn, Spring 
Year beginning April 1933 1941 Half Haif 1942 1942 1943* 
1940 
f£ (Sterlinc) 10,000 
UNITED NATIONS: 
(excluding expenditure 
by Continental Allies) 
U.K. sa ‘is .. 6,280 4,260 2,200 2,300 10,540 12,740 15,040 
Four British Dominions 890 710 550 680 1,600 2,150 2,830 
India (excluding supplies 
financed by U.K.) .. 400 80 50 50 480 530 580 
U.S.A. (including Lend- 
Lease) 3,800 6,860 5,500 7,500 10,660 16,160 23,660 


U.S.S.R. (estimated) .. 9,600 2,800 800 800 12,400 13,200 14,000 
Rest of United Nations 

(British, Dutch, Bel- 

gian, Fighting French 

Colonies, Protectorates 

and Mandates, and 

China) (estimated) .. 770 200 60 60 970 1,030 1,090 





Total, United Nations 
(excluding expenditure 


by Continental Allies) 21,740 14,910 9,16011,390 36,650 45,810 57,200 








ENEMY : 
Germany (including in- 
corporated countries) 16,700 6,800 3,200 3,100 23,500 26,700 29,800 
Italy os rv .. 1,600 500 300 300 2,100 2,400 2,700 
Rest of Enemyin Europe 700 400 200 200 I,I00 1,300 1,500 





Total Enemy in Europe 19,000 7,700 3,700 3,600 26,700 30,400 34,000 
Japan (estimated) .. 4,000 1,500 800 1,000 5,500 6,300 7,300 








Total, Enemy .. .. 23,000 9,200 4,500 4,600 32,200 36,700 41,300 








* Anticipated. 


United Nations as per cent. % 
of Enemy: —_——_— 
44* 162 204 248 II4 125 13 


* Excluding U.S.A., U.S.S.R. and Japan 
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U.K. of her total in the years to 1939, when costs were lower, and 
the U.K. a larger seannelian of her total in 1939/41, i.e., before the 
rise of costs in the U.S. A mere comparison of total expenditures to 
date would therefore be misleading. The adjustment can only be 
carried out in a rough and ready manner, since price indices 
though a help in estimating changes in costs, are no accurate reflec- 
tion of them.* Whereas the war expenditure of the U.K., the 
British Dominions, India, the U.S.A. and even of Germany is known 
with some measure of accuracy, that of the U.S.S.R., Japan, Italy 
and the minor contributors has been estimated rather tentatively. 
However, the share of the former group in the economic contribu- 
tions of either side is so overwhelming that any vagueness as regards 
the remaining countries does not decisively weaken the totals. 
Nevertheless, the figures presented in the table cannot do more than 
reflect the order of magnitudes involved on either side. 

These figures confirm —what many have known—that in Spring, 
194I, ie., at the time of the German attack on Yugoslavia and 
Greece, the United Nations as then constituted were undeniably 
inferior in armament and training. They provide one of the clues 
to the understanding of the subsequent German attack on the 
U.S.S.R. In Spring, 1941, the arms and forces of the U.S.A. and the 
U.S.S.R. not being at the disposé il of the Allies, the coalition led by 
Britain could hardly put the equivalent of aggregate efforts of £8,000 
millions, considering the losses sustained in 1940, against the accumu- 
lated efforts of the enemy equivalent to not less than {£19,000 millions. 
Even in Spring, 1942, the preparations of the United Nations—by 
then including such great powers as the U.S.S.R. and the U.S.A. 
would appear to have not yet reached level with the enemy. True, 
their gross effort had just exceeded the enemy’s effort, but sub- 
stantial deductions have to be taken into account in order to appraise 
the effective weight of those preparations. These adjustments 
spring from certain handicaps under which the United Nations have 
to operate : 

(1) The balance of gains and losses of ec quipme ent and trained men 





* The rate of conversion adopted ditier somewhat from the rates of exchang: e 
quoted at the various periods and are as follows :— 
1933 1934 1935 19360 1937 1935 1939 1940 Ig41 1942 
Years beginning August : 

April {1 (Stg.)=RM 16 16 17° 16 I5 15 15 154 14 15 15 
July £1 - $ --- av. 4.40 —————_———.. 4.00 3.85 3.75 4. 
In the case of the British Do minions s and India it has, however, been assumed 
for simplicity’s sake that the exchange rates are sufficiently accurate measures of 


comparison for war expenditure. 
The adjustment to costs of 1942 has been made by increasing the expenditure 
as converted into sterling by 40 per cent. for 1933 to 1939 (years beginning April), 


by 15 per cent. for 1940 and by 4 per cent. for 1941. 
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was by that time considerably in favour of the enemy. It 
may be that the gains in militarily usable equipment that 
accrued to the enemy in Western and South-Eastern Europe 
were matched by the losses sustained by him in the battles 
for their conquest, inasmuch as part of the booty was only 
usable as scrap and the losses sustained by the continental 
members of the United Nations, other than the U.S.S.R., 
have been left out of account, no expenditure on their 
account having been included in the gross totals. We may 
also assume that the losses of the British and Italian Forces 
up to that time left no great balance to either side. How- 
ever, the losses of the United Nations in Soviet Russia and 
in the Far East were considerably greater than those of the 
enemy. In both theatres of war, the enemy retained posses- 
sion of the battlefields, made great numbers of prisoners and 
was able to salvage a much greater part of equipment and 
trained forces than the United Nations. Moreover, a part 
of Russian expenditure had gone into the erection of, or 
conversion into, war factories in the territories by then 
occupied by the enemy and not salvaged by the Russians. 

(2) The enemy enjoy the shorter lines of communication. Equip- 
ment sent to the Middle East, India, the Far East and to 
Russia, both from the U.K. and the U.S., and even from 
the U.S. to this country, may be in transit for as many 
months as German transport to fronts and depots takes 
weeks. In comparison with Japan, the disproportion in the 
length of communication is no longer as great, but still a 
handicap. In consequence, a comparatively greater part of 
equipment of the United Nations than of the enemy is per- 
manently en voute and therefore locked up. 

(3) The enemy also enjoy the interior lines of communication and, 
therefore, can do with fewer central reserves. In fact, they 

can rely on two main depots, viz., Central E urope and Jape un. 
The United Nations require at least fiv e, viz., U.K., U.S.A., 

U.S.S.R., Middle East— India and Australia. It follows that 
of the preparations made until Spring, 1942, a greater part 
was locked away in building up central reserves on the side 
of the United Nations than on the enemy side. 

(4) The enemy, having had the longer start, presumably had a 
greater proportion of his total effort transformed into 
weapons and forces ready for combat than the United Nations. 

Although no exact balance can be drawn, it would appear that 
the adjustments to be allowed for by the handic aps just enumerated 
count for mo re than the, say, 14 per cent. by which the aggregate 
gross economic effort of the United Nations, as expressed in war 
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seaitinie, mined that of the enemy by Spring, 1942. Hence 
at that period the preparations of the United Nations had not yet 
attained equal striking power with those of the enemy. 

During the summer of this year the United’ Nations suffered 
more severely than the enemy in Africa, less in the Pacific and 
perhaps sustained equal losses in Russia, considering that the 
U.S.S.R. lost the use of such war factories as were installed in the 
Don Basin and other territory turned into battlefields. However, 
in that period the preparations of the enemy have only progressed 
by the a of, say, £4,500 millions, whereas those of the 
United Nations represented the equivalent of almost £9,200 millions, 
In other words, the United Nations have for the first time during 
this war reached level with, or even slightly overtaken in terms 
of effective weight, the accumulated reserves of the enemy. More- 
over, with every month from now on the lead in effective weight 
of equipment held by the United Nations is rising at an increasing rate. 

All this, admittedly, is no more than a first approximation to 
an assessment of relative strengths. In the final account all sorts 
of strategic and military factors have to be included. Wars are not 
won merely by the production of equipment and the training ot 
men. The equipment must be of the right kind ; it must be brought 
to bear at the right time in the right places ; above ail, the outcome 
must depend on the courage and efficiency of our fighting men. 
Our relatively smaller total war effort until very recently undoubtedly 
goes far to explain the United Nations’ strategy of defence and the 
disheartening slowness in securing the ‘‘ Last Reserve’’ for several 
fronts. However, the fact that, statistically, we have at last over- 
taken, and are steadily outdist: uncing, the enemy holds a solid 
promise of better things to come. 





Inceciatinnal Banking Review 


Switzerland 

HERE have been certain changes recently in the practice of 

the Swiss National Bank in regard to gold which may be said 

to amount to a suspension of the gold standard. During the 
summer there has been a growing volume of buying of gold for export 
abroad for hoarding purposes. To discourage this movement the 
Swiss National Bank suspended the sale of gold coins. At the same 
time the banks had to undertake to abstain from selling gold coins 
to non-residents in Switzerland, and to abstain from withdrawing 
bar gold from the Swiss National Bank unless it was needed for 
payment for essential imports, for the watchmaking industry and 
for other legitimate purposes. The Swiss authorities are anxious to 
prevent a depletion of the gold reserve which is needed for meeting 
national requirements, even though the combined gold and foreign 
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exchange reserve amounts at present to nearly 100 per cent. of the 
note issue and sight liabilities. 

The adoption of the above restrictions was followed by a strong 
buying pressure on gold coins in the open market, and quotations 
rose Sharply in August. At the same time there was a sharp rise on 
the Bourse. This was due to the anticipation of a devaluation of 
the Swiss franc. When it was found that the Government has 
no such intentions there was a reaction both in the price of gold 

coins and in equities. There is no reason why the Swiss Government 
should resort to a devaluation, since it would not in any way assist 
Swiss exports or tourist traffic in existing conditions. In fact, there 
has been an agitation in favour of an increase in the gold value of the 
Swiss franc, and a resolution to that effect was submitted by a group 
of shareholders of the Swiss National Bank at the shareholders’ 
meeting. 

France 

The annual report of the Banque de I’Indochine states that 
during the past business year the bank acquired substantial partici- 
pations in the Banque de Paris et des Pays Bas, the Caisse Centrale 
de Réescompte, and the Nederlandsche Handels Maatschappij. It 
is understood that the participations in the Banque de Paris et des 
Pays Bas and the Caisse Centrale de Réescompte were acquired 
from the banking house of Lazard Fréres. This caused some surprise, 
since it has been the practice in occupied France to pass into German 
ownership the holdings of banking firms which have been “‘aryanised ’ 
or closed down. It is believed that the special favour shown to the 
Langue de |’Indochine in this instance is due to the fact that its 
chairman and managing director, M. Paul Baudouin, played an 
important part in bringing about the surrender of France in 1940, 
and is highly favoured in Berlin. Moreover, it is possible that the 
German Government wishes to strengthen the Banque de I’ Indochine, 
which will play the part of a disguised German outpost in Japanese- 
controlled Indo-China and in the South-Western Pacific. 

Holland 

On September 25, a decree was issued empowering the Quisling- 
controlled Netherlands Bank to call in any holdings of ordinary 
shares in excess of 100,000 guilders, if they were acquired by the 
present holder after December 31, 1941. The prices paid for such 
shares will be those quoted on March 2, 1942. This is a highly un- 
satisfactory price, because on March 2 prices were abnormally low, 
owing to the slump that followed the Japanese conquest of the 
Dutch East Indies. Even so, the Netherlands Bank will moreover 
be entitled to block the purchase price paid for the duration of the 
war. The principle involved in this measure is similar to that 
applied in the Reich, with the difference that the German holders 
receive a reasonable price while the Dutch holders do not. 
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: . Books 
“The Social Framework” 


By J. R. Hicks. (Oxford University Press. Price 7s. 6d.) 

Tue high quality of any work by Professor Hicks can be taken 
for granted, but this little book has a special significance as an all 
too rare attempt by an economist of the first rank to fill a very 
serious want : namely, the lack of a really first-rate introduction to 
the subject on twentieth-century lines. From this point of view, 
however, the book must not be considered in isolation, but as the 
first of a trilogy, to be completed in due course by an outline of the 
theory of value and an elementary treatment of money and finance. 
The subject-matter of the present volume is perhaps not very aptly 
indicated by its title, which suggests a study of the institutional and 
legal background to economic processes rather than of those pro- 
cesses themselves. In his preface, Professor Hicks suggests, as an 
ilternative, the term “social accounting.” The field actually 
covered, in any case, consists of a description of the productive 
process, a discussion of capital and labour and (occupying about half 
the book), a treatment of various problems connected with the 
national income, including its measurement. In adopting this 
approach, Professor Hicks feels that he has resolved the familiar 
dilemma that to start the beginner off with the theory of value 
brings him up against problems whose significance he can hardly 
appreciate, while, on the other hand, descriptive economics tends to 
be either a dull catalogue of facts or a discussion of practical policies 
“which it is hard to raise much above the intellectual level of 
political propaganda.’ Professor Hicks’ method undoubtedly has 
its advantages, but as the author himself admits, “ although the 
reader who has mastered what has been set before him will have 
learned a good deal of economics, the economics he has learned will 
be all one side of the subject. ... What we have been studying is 
economic anatomy, the structure of the body economic, as it can be 
discovered by statisticians working on figures collected after the 
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engaged on work demanding a knowledge 
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CONTINGENCIES. 


The usefulness of the ‘‘ National 
Guarantee "’ in dealing with Indemnities 
re lost securities, technical breaches of 
trust, defective titles, missing bene- 
ficiaries and other contingencies, is weil 
known to Banks and their Trustee 
Departments. 


Each risk is considered on its merits 
and specia! consideration is given to 
cases of hardship such as documents lost 
through enemy action. You may be 
dealing with a case now where an 
Indemnity Policy by the ‘‘ National 
Guarantee "’ will provide the simplest 
and best way out of the difficulty. 
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event, Only very casually have we learned anything about economic 
physiology—the way the economic system works.” While this 
treatment necessarily makes the book incomplete and one-sided 
considered as a textbook, the material given is of great value for 
its own sake. No branch of economics is more beset with traps and 
pitfalls than the study of the national income, and Professor Hicks 
provides an admirably lucid guide to many of the difficulties in the 
treatment of such matters as indirect taxation and transfer payments, 
though not everybody would accept some of the criticisms, express 
and implied, of the Budget White Papers. In the chapter on the 
inequality of incomes, especially, the book touches on many questions 
of lively topical interest. Thus it is estimated that the consumption 
of the rich, in excess of a standard of £1,000 a year, represents no 
more than 5 per cent. of the national income, and if the base line is 
lowered to {500 only 8} per cent. If it were possible to take away 
the whole of this surplus, as is pointed out, the gain to the poorer 
classes, spread over their vast numbers, would be quite moderate 
and, in fact, smaller than the actual gain from the increase in the 
national income between 1924 and 1937. Taken as a whole, the 
book is a very useful addition to the general literature of the subject 
and the promised sequels to complete the trilogy will be awaited 
with great interest. 
“Empire Days” 

By Pau. H. Empen. (Hutchinson. Price gs. 6d.) 

It is about time we left off apologizing for the British Empire, 
says Philip Guedalla in an introduction to this little book, which 
he describes as a useful contribution to Empire history. In tracing 
the evolution of this “ loose-limbed growth” in a panorama of 
historical episodes ranging from 1497 to 1931, Mr. Emden has some 
fascinating material to drawn upon and he makes the most of it. 
Most of his readers will probably be surprised to find how much 
they do not know about the British Empire. If eminently readable 
books of this kind could be adopted by schools in place of the usual 
stodgy textbooks, it might stimulate an interest in our past which 
would leave the next generation much better informed. Sections 
of special interest to banking readers are the chapters dealing with 
such matters as the Hudson Bay Company or the Suez Canal pur- 
chase, and there are appendices on the British North Borneo Com- 
pany and the Levant Company. 
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